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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

“Forward-looking statements” have been included throughout this Annual Report on Form 10-K. These statements describe
our attempt to predict future events, such as our plans for future expansion, our ability to achieve satisfactory operating
performance, the viability of our business model, our expansion into other businesses and pursuit of other business
opportunities, and our intent to focus our business operations in specific geographic markets. The words “may,” “will,”
“expect,” “believe,” “plan,” “intend,” “anticipate,” “estimate,” “continue,” and similar expressions, as well as discussions of
our strategy and pending transactions, are intended to identify forward-looking statements. Although we believe that these
forward-looking statements are based on reasonable assumptions, we can give no assurance that our expectations will in fact
occur and caution that actual results may differ materially from those in the forward-looking statements. The cautionary
language in this report provides examples of risks, uncertainties and events that may cause our actual results to differ
materially from the expectations described in any forward-looking statements. You should be aware that the occurrence of
one or more of the events described in any cautionary language in this report could have an adverse effect on our business,
results of operations or financial condition. You also should be aware that the forward-looking statements are subject to a
number of risks, assumptions and uncertainties, such as:

LLIY

*  our ability to effectively execute our business plan;

* the early-stage status of our career development and training business segment and its evolving, unproven and
unpredictable business model;

*  our ability to collect our accounts receivable;

*  our ability to continue to raise additional working capital, the lack of which would likely have a significant negative
impact on our long-term business plan and our ability to take advantage of our strategic alliances and to successfully
execute our business plan;

*  statements made concerning the revenues or operating performance expected beyohd the nine months ended
September 30, 2005; ' '

* the increased expense structure assumed by us as a U.S. public company;

*  our ability to achieve satisfactory operating performance;

s the viability of our business model;

*  our expansion into other businesses and pursuit of other business opportunities;

*  the results of our intended diversification into other industries and geographic regions;

*  the impact of health risks on the economic environment;

*  the government of The People’s Republic of China, or the PRC, may prevent us from conductjng business in China;
* political and economic events and conditions in China and other geographic markets in which we operate; '
* the anticipated benefits of our industry contacts and strategic relationships;

*  our ability to establish and take advantage of contacts and strategic felationships;

*  our ability to offset increased operating expenses by increasing revenues and operating efficiencies;

*  our ability to react to market opportunities;

* the advent of new technology;

*  complex regulations that apply to INTAC or its affiliates as an operating company in China and elsewhere;

*  our ability to successfully remediate our internal control weaknesses; and

*  changes in interest rates, foreign currency fluctuations and capital market conditions, particularly those that may
affect the availability of credit for our products and services.
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You should also be aware that those “forward-looking” statements in regards to our career development and training services
business are subject to a number of further risks, assumptions and uncertainties, such as:

¢ our ability to capitalize on our career development services joint venture, Beijing Intac Purun Educational
Development Ltd.;

*  our ability to timely complete courseware and facilities for the INTAC Mobile Telecommunications Institute;
e our ébilify to attract trainees for our INTAC Mobile Telecommunications Institute;

*  ourlack of pr10r experience with the career development and training services and Internet portal business, and our
ability to‘develop and execute an effective business plan;

*  our ability to develop the fee-based services of the career development and training services and Internet portal
business including assembling an experienced management team,;

*  our ability to maintain the use for commercial purposes of the database of student information compiled by the
. Ministry of Education in the PRC as well as our other databases;

*  the high cost of Internet access that may limit the growth of the Internet in China and impede our growth;
*  e-commerce customers that have only limited experience using the Internet for advertising or commerce purposes;

*  the acceptance of the Internet as a commerce platform in China which depends in part on the resolution of problems
relating to fulfillment and electronic payment;

* concems about security of e-commerce transactions and confidentiality of information on the Internet that may
increase our costs, reduce the use of our Internet portal and impede our growth;

*  our network operations that may be vulnerable to hacking, viruses and other disruptions, which may make our
products and services less attractive and reliable;

*  PRC Internet laws and regulations that are unclear and will likely change in the near future;
* restrictions on foreign investment in the PRC Internet sector that are imposed by the PRC government;
* regulation and censorship of information distribution in China which may adversely affect our business; and

* asignificant delay by the PRC government in issuing 3G telecommunications licenses to telecommunications
service providers, which may materially and adversely affect the implementation of our business strategy in the
mobile telecommunications training area.

You should also be aware that those “forward-looking” statements in regards to our distribution/telecommunications business
are subject to a number of further risks, assumptions and uncertainties, such as:

* the low-margin nature of our distribution business;

* changes in general business conditions or distribution channels in the wireless handset industries, and our ability to
react to these changes;

* the impact of competition in the wireless handset distribution industry, as well as in industries that we may operate
in the future;

*  our ability to continue to sell products outside of traditional distribution channels;
*  our ability to continue to purchase sufficient inventory on terms favorable to us;
*  our small number of current suppliers and customers;

*  our lack of siipply contracts with our vendors or distribution contracts with our customers;




* the concentration of a significant portion of our wireless handset distribution business with a few large customers;
* the highly competitive and constantly changing nature of the international wireless distribution industry; and

*  our ability to compete in the prepaid calling card market, in which we have not previously participated.

You should not unduly rely on these forward-looking statements, which speak only as of the date of this filing. Except as
required by law, we are not obligated to publicly release any revisions to these forward-looking statements to reflect events or
circumstances occurring after the date of this filing or to reflect the occurrence of unanticipated events. All subsequent
written and oral forward-looking statements attributable to us, or persons acting on our behalf, are expressly qualified in their
entirety by the forward-looking statements set forth in this report.

PARTI
ITEM 1 - BUSINESS
OVERVIEW

INTAC International, Inc., is a United States holding company focused on the exploitation of strategic business opportunities
available in China and the Asia-Pacific Rim. Throughout this Report, references to “INTAC,” “Company,” “we,” “us,” and
“our” refer to INTAC International, Inc., and its operating subsidiaries. INTAC currently maintains offices in China (Hong
Kong and Beijing ), Germany (Frankfurt) and the United States (Dallas, Texas).

We operate in two segments, our Career Development and Training Services Segment and our
Distribution/Telecommunications Segment. While our distribution segment historically has been our primary business
segment and generated substantially all of our operating revenue, we shifted our focus in 2004 to the expansion and
maturation of our career development services segment in China. Ihitially, our efforts centered on recruiting and training
services to be offered online through our internet portals phrbank.com and joyba.com. These efforts did not achieve the
results we anticipated in 2005, due in part to the strength of established competitors in the market and to the breadth of our
efforts. As a result, we determined to establish a foothold in the marketplace by focusing on a specific niche from which we
can later expand. To this end, recognizing the growing opportunities within both the education industry and the mobile
telecommunications/internet industry in’ China, and in order to better utilize our strategic resources and enhance our strengths
in both industries, we have further refined our business strategy, as we announced on November 23, 2005. Under the
refocused business strategy, we will continue to operate in two (2) business segments — the Career Development and Training
Services Segment and the Distribution/Telecommunications Segment, each as further described below.

Career Development and Training Services Segment

On January 15, 2004, we announced that we were shifting the emphasis of our business from the traditional distribution of _
premium brand wireless handsets to various career development services. On November 23, 2005, we announced the further
refinement of this shift in focus. Under the refined focus of this business segment, we will operate primarily in three business
units:

¢ INTAC Mobile Telecommunications Institute,
*  Education Management Software Business Unit, and

*  Database Management Business Unit.
INTAC Mobile T elecommunications Institute (“IMTI”)

Through IMTI, we seek to become a leading provider of mobile telecommunications technology training in China. IMTI will
offer training to information technology professionals, with a primary focus in the area of third generation digital mobile
systems, or “3G”, mobile telecommunications technology. New courses will be developed in the future to reflect
technological advancement. This training will consist of IMTI’s Mobile Telecommunications Software Engineering training
program, which will initially be offered through company-owned institutes and later offered through franchises, university
courses and corporate training. We expect to open the first institute in Beijing in our second fiscal quarter, early 2006.

Education Management Software Business Unit

INTAC, through its indirect wholly-owned subsidiary Beijing Huana Xinlong Information and Technology Development
Co., Ltd. (“Huana Xinlong”), is a leading provider of education management software in China, Huana Xinlong offers
software for the administration of elementary and middle schools and colleges. Huana Xinglong’s software has been
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designated by the Education Management Information Center (“EMIC”) as the standard of the China School Administration
System (for primary and middle schools). Additionally, Huana Xinlong enjoys an exclusive contractual relationship with the
Ministry of Education of The People’s Republic of China (the “MOE”) for use of certain of its products. Huana Xinglong’s
products have been installed in over 10,000 elementary and middle schools and over 50% of colleges throughout China.

Database Management Business Unit

We have, and are continuing to develop, databases containing information on individuals which we will utilize to offer a one-
stop marketing solution to a wide range of businesses with products and services tailored to the specific needs of the
education market. Beijing Intac Purun Educational Development Ltd. (“Intac Purun”), an indirect 60% owned subsidiary of
INTAC, develops the databases utilizing information from several sources. Intac Purun is exclusively authorized by the
MOE to collect resumes and profiles for all graduating college and graduate school students in China and has recently begun
collecting this information. The EMIC has chosen Intac Purun as its exclusive partner in developing and maintaining the
MyJob database, compiled through EMIC’s website www.myjob.edu.cn, which helps graduates of higher education
institutions obtain employment. Intac Purun has also been granted exclusive access to the database on university graduates
maintained by the EMIC for use by Intac Purun in providing job training and placement services. Initially, Intac Purun will
collect list rental fees and direct marketing service fees utilizing these databases. Ultimately, integrated database marketing
solutions and consulting services will be offered. .

Distribution/Telecommunications Segment

Our Distribution/Telecommunications Segment includes our wireless handset distribution business, which we operate
through INTAC International Holdings Limited, a Hong Kong corporation and wholly-owned subsidiary of INTAC
(“Holdings”) and its wholly-owned subsidiaries, Global Creative International Limited, a Hong Kong corporation (“Global
Creative™), and INTAC Telecommunications Limited, a Hong Kong corporation (“INTAC Telecom™). Through these
subsidiaries, we distribute wireless handset products to mobile communications equipment wholesalers, agents, retailers and
other distributors mainly in Hong Kong. These products are then sold primarily to local customers in Hong Kong or
customers in China. Additionally, we are working with Primus Telecommunications Ltd, a global telecommunications
services provider (Nasdaq: PRTL), to develop products which involve originating international voice and data traffic from
within China throughout Southeast Asia for termination around the world. The first product to be offered under this
relationship will be a global prepaid calling card, an Internet Protocol (“IP”) calling card that provides access to over fifty
countries. '

We historically have derived substantially all of our revenue from our Distribution Segment. Although we intend to
emphasize our Career Development and Training Services Segment going forward, we anticipate that a significant portion of
short-term revenues will continue to be generated by our wireless handset distribution business.

Other Business Opportunities. We continually evaluate investment opportunities in other business segments within China,
the Asia-Pacific Rim and, to a lesser extent, Europe. Our entry into these new business segments is contingent upon our
identifying both favorable investment opportunities and strategic partners with expertise in such business segments as well as
available capital. Many of these opportunities will be dependent upon our obtaining additional capital, or their value will be
materially less to us if we do not have the financial resources to fully exploit such opportunities. §

Our common stock currently trades in the United States on The Nasdaq SmallCap Market under the symbol “INTN” and in
Europe on the Frankfurt Stock Exchange under the symbol “WKN 805768.

CORPORATE HISTORY

INTAC International, Inc., was incorporated under the name Commodore Minerals, Inc., under the laws of the State of
Nevada on September 20, 2000, as a developmental stage corporation. On September 28, 2001, Mr. Wei Zhou acquired a
controlling interest in Commodore in a private transaction with one of the organizers of Commodore. On October 13, 2001,
Commodore entered into a reorganization agreement with Holdings and the shareholders of Holdings, including Mr. Zhou,
pursuant to which transaction Holdings became a wholly owned subsidiary of Commodore, New Tech Handels GmbH,
previously a subsidiary of Holdings, became an indirect subsidiary of Commodore and Commodore changed its name to
INTAC International, Inc. For more detailed information on the change of control of Commodore resulting in the
establishment of our corporate structure, please see our Current Report on Form 8-K, filed with the SEC on October 15,
2001.

Mr. Zhou, our Chjef Executive Officer, has significant experience in supply channel and distribution channel development in
Asia. He has successfully developed strategic alliances in the Asia-Pacific region and has the ability to manage multi-
national business relationships and assemble highly efficient distribution networks that will serve INTAC well as it expands
into the Chinese and Asia-Pacific marketplace.




Intac Purun was formed in October 2003 with China Putian Corporatlon and the EMIC. In order to meet ownershxp
requirements under PRC law which i impose restrictions on forelgn investment in the PRC Internet sector, INTAC entered into
agreements with Tianjin Weilian, which was an investment holdmg company holding 45% equity interest of Intac Purun, and
with Tianjin Chengtai International Trading Limjted, which was an investment holding company holding 15% equity interest
of Intac Purun. Under these agreements, in 2003 INTAC made loans of $1,233,000 and $123,000 to two China nationals,
Miss Zhang Wanqin and Miss Li Min, respectively. Miss Zhang and Miss Li are the equity owners:of Tianjin Weilian, a
company incorporated. in the PRC. These loans were made to finance Miss Zhang and Miss Li, on behalf of INTAC, for the
purpose of establishing Tianjin Weilian. Tianjin Weilian pledged as collateral the 45% ownership of Intac Purun against
these loans from INTAC. Furthermore Tianjin Weilian assigned all operating rights, title and interest they had in Intac Purun
to INTAC including all interest held, all rights to capital accounts, distributions and/er-allocations of cash property and
income, and all rights to participate in management and to vote with regard to affairs relating to the company. : We believe
this indirect ownership concept is common for public Internet portals in China, When the procedures necessary to transfer
ownership to INTAC are completed, these receivable balances will be converted to a long term investment of INTAC.

In March 2004, Intac Purun obtained the necessary licenses which allowed INTAC to own directly the 45% share currently
held by Tianjin Weilian under PRC law. During the course of the transfer, INTAC added human resource services to its
offering and as a result, the transfer of the 45% interest owned by Miss Zhang and Miss Li was delayed and could not be
transferred to INTAC in full settlement of the loan as previously reported. '

In June 2004, also under the aforementioned agreements, INTAC made loans of $1.5 million to two Chinese nationals,

Mr. Zou Jingchen and Ms. Tian Jinmei. Mr. Zou and Ms. Tian are the equity investors of Chengtai, a company incorporated
in the PRC. These loans were made to finance Mr. Zou and Ms. Tian, on behalf of INTAC, for the purpose of establishing
Chengtai which purchased the 15% interest in Intac Purun in June 2004 from China Putian Corporation. A total of 15% of
the outstanding securities of Intac Purun, representing the 15% ownership, were pledged as collateral for these loans from
INTAC and all operating, economic, voting and other rights were assigned to INTAC by Chengtai. This additional 15%
interest increases INTAC’s total indirect ownership in Intac Purun to 60%. We cannot be sure that our restructured
operations and activities will be viewed by PRC regulatory authorities as in comphance w1th apphcable PRC laws and
regulations.

In June 2004, we began phasing out our business of distributing luxury automobiles from Europe to purchasers in the Tianjin
Port Free Trade Zone, which was operated through our wholly-owned subsidiary FUTAC Group Limited, a British Virgin
Islands corporation, and our indirect subsidiary Intac (Tianjin) International Trading Co., a Chinese corporation. The phase-
out was substantially complete as of December 31, 2004, and did not have a material adverse impact on our results of
operations, and the assets of this business were redeployed to our other businesses.

In September 2004, INTAC indirectly formed two new companies, Beijing Intac Media Advertising Company Limited, or -
Intac Advertising, and Beijing Intac Meidi Technology Development Company Limited, or Intac Technology, both of which
are private Chinese corporations established to provide advertising services and value added services in support of Intac
Purun. .

In December 2004, Holdings acquired Huana Xinlong, a leading Chinese developer of management software for educational
institution administration. Huana Xinlong is located in Beijing, China.

OUR PRODUCTS AND SERVICES

The following is a brief description of the industries in which we operate, and the products and services we offer, or plan to
offer, under the main categories of Career Development and Training Services and Distribution/Telecommunications. We
intend to continue to evaluate opportunities to add new products and services, to provide products and services that can be
monetized, and to better integrate our products and services. Many of our products and services are in the early stage of
development, and there can be no assurance that we will successfully implement them on a profitable basis or at all.

CAREER DEVELOPMENT AND TRAINING SERVICES SEGMENT
General Industry Background

The Mobile Telecommunications Market in China .
According to China’s Ministry of Information Industry, or the MII, China is the largest mobile telecommunications market in
the world with approximately 383 million mobile phone users at the end of October 2005. In addition, China has experienced
a significant increase in the use of wireless value-added services, the most popular form of which is Short Messaging

Services (“SMS”). In 2000, China Mobile launched its Monternet wireless value-added services platform, and in 2001 China-
Unicom launched its UNI-Info wireless value-added services platform. These platforms enabled the development of an -
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additional type of SMS, which allow users to access products and services provided by third parties. China Mobile and
China Unicom also began to allow these third-party providers to use their billing and collection systems to charge fees for
products and services that are delivered through the Monternet and UNI-Info platforms. This created an opportunity for
Internet companies to deliver their Internet portal products and services to users in China through their mobile phones and to
utilize these billing and collection systems to collect fees for these products and services.

According to the MIL the total number of short messages transmitted in China in 2002 was approximately 90 billion, rising to
approximately 220 billion in 2003. From January to August 2004, approximately 135 billion were transmitted with the total
for 2004 estimated at approximately 550 billion. Point-to-point SMS accounted for approximately 75% of the total number
of SMS messages sernt through China Mobile’s telecommunications network, while the remaining approximately 25% was
accounted for by other SMS-based wireless data services. In addition, we believe that with the continuous upgrading of
mobile telecommunications networks in China, the wireless value-added services market will further expand by allowing
users to transmit larger amounts of data at higher speeds and to access additional products and services through their mobile
phones. ‘ '

Career Development and Training in China

Education in China has been rapidly developing in order to keep pace with the ongoing economic development. The Chinese
government in its Tenth Five Year Plan stresses the importance of education, with its planned sector spending level at about
U.S.$50 billion annually. We believe China’s population is becoming more aware of the need for life-long learning in a
complex world, and the demand for higher education is rising quickly. With urban income increasing rapidly, we anticipate
an increase in higher education consumption in the next ten years and beyond.

According to China’s Ministry of Education there are approximately 2,236 higher education institutions with approximately
20 million students in China, of which approximately 3.4 million have entered the job market in 2005. This number of
students is expected to grow to 25 million by 2008. According to published statistics, there are also more than 470,000
elementary and middle schools in China with a total of nearly 200 million students.

INTAC Mobile Telejcomniunications Institute
INTAC’s Approach -

We have identified mobile telecommunications training for information technology professionals, specifically covering 3G
technology, as a growing need in China. China is the largest mobile telecommunications market of any country, having over
383 million mobile subscribers as of October 2005, according to iResearch report. Mobile handset shipments in China have
steadily increased and are expected to continue to do so according to the IDC 2005 Handsets Report. Increasingly, these
handsets are based on 3G technology, rather than 2G or 2.5G technology.

Third Generation systems or “3G” (also known as Interhationa_l Mobile Telecommunications 2000 or IMT-2000 systems) are
digital mobile systems that provide high-speed access to a wide range of telecommunications services supported by fixed
telecommunications networks, and to other services that are specific to mobile users. The key features of 3G systems are:

*  high degree of commonality of design worldwide;
¢ compatibility of services with fixed networks;

*  high quality;

*  gsmall hahdsgts for worldwide use;

*  worldwide roaming capability; and

s capability of multimedia applications including paging, voice telephony, digital data, audio and visual
communications.

3G systems are expedted to have the capability to support circuit and packet data at 144 kilobits per second or higher in high
mobility (vehicular) traffic, 384 kilobits per second or higher for pedestrian traffic, and 2 megabits per second or higher for
indoor traffic.

The increase in mobile telecommunications users and emergence of 3G technology has lead to an increase in demand for
information technology professionals trained in this technology. It is estimated that there is currently a general shortage of
approximately 500,000 telecommunications industry professionals and existing professionals will need additional training to
address new technologies, according to a report from CCW, a leading IT industry research company in China. IMTI seeks to
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meet the needs of this industry through courses specifically focusing on mobile telecommunications software engineering

utilizing 3G technology.

Courses

INTAC Mobile Telecommunications Institute will include three levels of courses (S1, S2 and S3) combining written
information, lectures and laboratory experience. IMTI’s courses will be developed based on our assessment and
understanding of market needs in conjunction with industry and academic experts. We have assembled a panel currently
consisting of ten full-time course editors, all graduates of telecommunications universities in China, fifteen university
professors from telecommunications universities in China and twenty industry professionals from major telecommunications
companies. After developing a course outline, the panel of experts review the outline and a detailed course is prepared and
compiled. A first draft of the courseware is then prepared and reviewed again by the panel of experts with refinements being
made as necessary. Finally, a trial of the courseware is completed before release.

We plan to complete courseware for the first course level by the end of 2005, with completion of courseware for the
succeeding two courses to be completed in the first half of 2006. The chart below summarizes the courses to be offered.

Level S1 S2 S3
Course Name:........... Mobile Advanced Expert
Telecommunications Mobile Telecommunications Mobile Telecommunications
Software Engineer Software Engineer Software Engineer
Course Hours: 252 hours 336 hours 358 hours
(approximately)........
Duration: 3 — 4 months 3 — 4 months 3 — 4’months
(approximately)........
Target . Mobile Advanced Mobile :
Students: .....cooeeurennes telecommunications embedded (handset) telecommunications software
(system applications software development structure expert/ consultant
software) engineer
development engineer
. Mobile Advanced Mobile
telecommunications embedded (handset) telecommunications value-

(system applications
software) testing
engineer

. Embedded
(handset) software
development engineer

. Embedded
(handset) software
testing engineer

games development
engineer

Mobile
telecommunications
software development
project manager

Advanced mobile
telecommunications
software testing engineer

Advanced mobile
telecommunications
software development
engineer

added services expert/
consultant

Advanced mobile
telecommunications system
project consultant

Graduates of each course will receive a certificate evidencing their completion. We have received authorization from the
Ministry of Information and Technology and Software Development Consortium of the Chinese Government to offer the
“Mobile Telecommunications Software Applications Technology Certification” to all of our qualified graduates.

Additionally, we are seeking endorsement of other governmen

industry associations.

t agencies, industry manufacturers and service providers and




Delivery of Courses

Courses will be offered through company owned institutes, franchises, licenses, universities and corporate training. IMTI
will also offer job placement services and career counseling for its graduates. IMTI’s courses are targeted on IT
professionals working in or seeking a job with the mobile telecom industry, especially in the fields of software development,
testing and project management. Therefore, we anticipate that students will come from the following sources:

*  Working professionals seekmg a career change or laid-off people looking for a new job — they will pay for
themselves;

*  Companies paying for their employees’ on-job training; and
*  College students.

Courses will initially be offered at company operated institutes. All IMTI teachers will be trained and certified by IMTI. We
plan on opening our initial institute in Beijing in our second fiscal quarter, early-2006. Additional institutes for 2006 are
planned in Shanghai and Guangzhou/ Shenzhen. We project the opening of an additional twelve company owned institutes by
the end of 2007.

Under the law of the People’s Republic of China, franchises may not be offered until one year after there are two company
owned locations.| Until we are able to offer franchises and continuing thereafter, we plan to license the courseware to
interested parties. Licenses will be offered on standard licensing agreement terms consisting of a one-time license fee of
about U.S.$35,000 to U.S.$60,000 for the initial five years plus 20% of tuition. We anticipate entering into in excess of
twenty license agreements in 2006. Ultimately, we expect franchising to be a major driver of revenues and profits due to its
low variable costs and scalability.

IMTI intends to offer its courseware to universities as a replacement for or addition to existing course offerings. Courses will
be sold to universities via direct sales efforts and by outside sales agents, instructor training will be provided and the courses
will be taught on-campus. IMTI will also offer corporate training for employees of telecommunications firms which will be
designed to meet such firms’ particular needs and conducted at locations specified by these firms.

Sales and Marketing

IMTI’s courses are targeted to professionals in software development, software testing and project management. Our
informal study of information technology professionals revealed a shortage of trained professionals and an interest by current
professionals in additional training. We anticipate that the highest demand for the courses will be in Beijing, followed by
Shanghai and Guangzhou/Shenzhen. We believe that our courses will train professionals to meet the current hiring needs of
telecommunications firms and position graduates to obtain relatively higher paying telecommunications industry positions.

Our marketing strategy is focused on building brand awareness and prestige for IMTI’s courses. We plan to launch
promotion of IMTI in February 2006 with releases to the press, customer events, direct advertising and internet advertising.
We currently have one professional in charge of branding and three marketing professionals.

Competition

Several universities and companies provide software and telecommunications related training, however to our knowledge, no
university offers training focused on 3G technology. Courses offered by these universities range in duration from seven days
to seven months and cost between U.S.$220 and U.S.$1,960. Universities and companies offering software and
telecommunications courses include the School of Software at Peking University, Beijing Hua Create Co., Ltd., the Training
Center of the School of Software of the Northeastem University, the Training Center of Shenzhen Telecom Beijing Jiaotong
University-Baige Training Center, Wuhan CVTech Training Center, Shanghai Eutong Information Technology Co., Ltd. and
the Fudan University Training Center of Embedded Technology.

Status of 3G T eleébms Licenses in China

The success of our business strategy to become a leading provider Third Generation or “3G” mobile telecommunications
training for information technology professionals depends on the issuance by the PRC government of 3G telecommunications
licenses to telecommunications services providers employing such IT professionals. It is not clear yet'when the PRC
government will issue its first 3G telecommumcatlons licenses, and when it finally does, how many will be issued and what
technology stamdard(s) will be adopted.

- Manufacturers, operators and researchers have made a variety of optxmxsnc predictions regard the time of issuance.
International Data Corporation predicted that China would issue 3G licenses in mid-2006; while Gartner predicted that the
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first Chinese 3G licenses would be issued within the first half of 2006. PRC government officials and managers of Chinese
state-owned telecommunications providers, however, have remained very cautious about make any such prediction.

There aré¢ factors encouraging the PRC government to make its decision earlier, among which the strongest might be the
ambition of the government to make 3G communications available before 2008 Beijing Olympics. However, the government
must consider many other factors as well. China’s telecom industry is undergoing a restructuring. In a recent research report
entitled “China’s 3G Roadmap Coming into Focus,” Goldman Sachs suggested that the PRC government may refrain from
issuing 3G licenses until after it has restructured the Chinese telecom industry. The maturity and commercial deployment of
3G technologies is another concern of PRC government. In addition, the government needs to select the technology standard,
TD-SCDMA, WCDMA or CDMA 2000, decide which players would be awarded with the first 3G licenses and consider the
tremendous investment for 3G networks.

Education Management Software Business Unit
INTAC’s Approach ' ' : -

According to CCW Research, education spending in China has increased substantially in recent years, going from U.S.341.6
biilion to U.S.$74.8 billion between 1999 and 2003. Spending on education information technology has likewise increased
from U.S.$1.7 billion to U.S.$2.8 billion between 1999 and 2003. We believe that Huana Xinlong is uniquely positioned to
capitalize on this growing market. Our education management software, which targets elementary and middle schools and
universities has gained significant acceptance, with installation in over 10,000 elementary and middle schools and over 50%
of universities. Our education management software has been designated as the standard of the China School Administration
System (for primary and middle schools) by the EMIC. In addition we enjoy a strong relationship with the MOE. We plan
-to leverage our large installed base of software and our relationship with the EMIC and the MOE to become the leading
provider of integrated education management information systems and services in China.

Products

Our products are divided into three major product lines consisting of the elementary/middle school segment, the college
segment and the universal software segment. We are currently focused on improving these products, strengthening our
government and customer relationships, diversifying our product portfolio and forming strategic partnerships with industry
leaders. To date, we have received a certificate from International Business Machines Corporation (“IBM”) acknowledging
Huana-Xinlong’s status as a “Qualified IBM Partnerworld Business Partner,” a relationship which we expect to include
support from IBM of our technical development of education software in China, and we have entered into a cooperation
framework agreement with Microsoft (China) Co., Ltd., an affiliate of Microsoft Corporation, with respect to our “Green
Campus” Surveillance and Management System product as further described below. As these products mature and are
refined, we plan to move towards providing integrated management systems and solutions which are specifically designed for
the education industry to automate, streamline and effectively manage every aspect of an education institution, including
student/faculty management, course set-up, design and offering and the provision of various applications.

Elementary/ Middle School Products

Comprehensive Management System for Elementary and Middle Schools (CMSEMS): CMSEMS is a school
administration database that stores schedules, produces data reports to the education bureau, enables course set-up, student
registration and classification, and manages student and teacher files. The CMSEMS is in compliance with the standards
established by the Ministry of Education, so information can be easily shared among various users across different schools.

Local MOE Office Management System (LMOMS): LMOMS is a software package designed per MOE standards to help
build basic databases, fulfill daily management needs and provide consulting information and generate reports for local
MOEs.

College Products

' Comprehensive Management Systerh for Colleges (CMSC): CMSC is a university daily administration and school
management software package originally developed by the EMIC. Huana Xinlong is the current owner of the CMCS. Over
50% of China’s universities have adopted CMSC as their daily administration tool. '

Universal Products

School Office Automatic Administration Management System (SOAAMS): This software system, developed independently
by Huana Xinlong, is in compliance with the EMIC standards and helps standardize education office procedures for the
schools and the education bureau. Standardization includes personal scheduling, document management, and a daily office
work scheduler. B
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“Green Campus” Surveillance and Management System (GCSMS): GCSMS is a platform designed to effectively monitor
and control contents carried on metropolitan area networks and campus networks in order to provide a clean and safe internet
environment for students. This product is being co-developed with Microsoft Corporation under a strategic partnership
agreement entered into in June 2005 and utilizes a Microsoft platform.

Sales and Marketing

Our sales efforts for our education management software unit are coordinated in Beijing along with marketing and planning.
We have eight local sales offices located in Chengdu, Guangzhou, Chongqing, Kumming, Nanjing, Xi’An, Xinjiang and
Shanxi. These local sales offices collect and report market data, develop and maintain relationships with local governments
and customers and manage our sales network, which consists of over one hundred agents nationwide.

Additionally, we intend to further utilize our relationship with the MOE to secure further government contracts. We are
currently a participant in the MOE’s “Demonstrative Zone Construction Project for Elementary/Middle School MIS
Infrastructure Standardization,” or “Demo Zone” project. This project is aimed at building a standardized management
information system at two to three Demo Zones for each province in China. We have contracted with the MOE as the
exclusive provider of software and implementation services for this project. We have contracts with 23 Demo Zones,
covering over 28,000 schools out of 650,000 schools nationwide.

In 2004, the MOE has initiated a new project called the “Western China Remote Education Project” to build and improve the
education infrastructure in China’s underdeveloped and rural areas. The government has committed U.S.$1.2 billion to this
project for the years of 2004 through 2009. We intend to seek additional government contracts under this project.

Competition

Our main competitors in the elementary/middle school market are Zhejiang University Networks and TCL Corporation.
Zhejiang University Networks has a close relationship with local MOEs and a complete product line. TCL Corporation’s
education software business primarily operates in the Guangdong province and also has a complete product line.

In the college fnari(et, our main competitors are Hangzhou Zhengfang and Shanghai Pengda. Hangzhou Zhengfang is
primarily focused on administrative management software. Shanghai Pengda primarily focuses on technical colleges and
professional schools and has a complete product line.

Database Management Business Unit
INTAC’s Approach

The database marketing industry is in its infancy in China. Due to government regulations and technological roadblocks to
the flow of information, large international companies have been reluctant to enter this market. Chinese database marketing
companies generally either rent or own lists which are compiled from databases of data regarding individuals for the ultimate
purpose of marketing to such individuals. List renters generally rent lists of data which have been compiled from
government channels or other companies, rather than owning and developing their own lists. Database marketing service
providers generally rent lists or obtain lists from their clients for the purpose of offering direct marketing solutions.

Through Intac Purun, we intend to offer a one-stop database marketing solution based on a credible database of students and
professionals. . Companies are seeking to acquire new customers in a cost-effective way. They are looking for lists of
prospects and tailored marketing solutions to reach distinct customer segments. However, most domestic list rental service
providers lack of credible data sources, high-quality data or database marketing services. Those database marketing solution
providers usually are not list owners themselves. Clients usually have to pay higher charge for list rental as well as marketing
services. A need exists in China’s marketplace for one-stop database marketing services using high quality lists from reliable
sources.

We plan to meet this need by providing high quality lists and customized database marketing solutions at a reasonable price.
The nature of this product as a joint venture with MOE guarantees the data quality and decreases data acquisition cost.
Student and professional databases are target markets for many companies in various industries and our professional team
will provide effective database marketing solutions to meet clients’ business needs.

Database Products and Services

List rental will initially be the major focus of our database marketing services due to its ease of execution and relatively
quicker return on investment. We have established databases of information from several sources. Intac Purun is exclusively
authorized by the MOE to collect resumes and profiles for all graduating college and graduate school students in China and
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has recently begun collecting this information. The EMIC has chosen Intac Purun as its exclusive partner in developing and
maintaining the MyJob database, compiled through EMIC’s website www.myjob.edu.cn, which helps graduates of higher
education institutions obtain employment. Intac Purun has also been granted exclusive access to the database on university
graduates maintained by the EMIC for use by Intac Purun in providing job training and placement services.

Our database information can be used to select the target audience who are most likely to respond to certain products or
service offers. Through advanced data mining technologies, we can select people by their gender, age, major, school, location
and other criteria. Furthermore, we can conduct more precise selections such as lifestyle, hobbies, potential profession and
incomes. Our technology platform has the capacity to conduct electronic database marketing campaigns. Additionally, we
have established relationships with mobile service providers who can help to conduct SMS based marketing campaign.

The list rental service we will provide does not include sale of the lists or rental to our clients. Rather, we will offer a
platform to enable our clients to reach potential customer groups through our direct marketing platform.. Specifically, we will
select a list comprised of the target audience from our database based on our client’s needs, and then use our own direct
marketing channels to deliver the client’s message to the target audience. We will also provide clients with campaign
measurement and necessary records. We will deliver our clients database marketing results, rather than the lists themselves.

Within the next year, we intend to expand the service to database marketing consulting. We will provide our clients with
integrated database marketing solutions to convert prospects to sales. In addition to list rental, we will help the client to plan
database marketing campaigns, set marketing objectives, define program timing, choose target groups, design offers, manage
and fulfill campaigns, organize campaign production, manage creative, print and fulfillment suppliers, track the response,
generate analysis and reports and conduct profiling and data mining.

Sales and Marketing

. Our potential database products and services clients include insurance companies, banks (new accounts and credit cards),
career services, apartment brokers, moving companies, travel agencies, mobile phone companies and computer
manufacturers.

Intac’s database marketing team is staffed by three fully qualified marketing and database experts with considerable
experience of operating in the China market. Intac’s database marketing services will be marketed via three channels: 1) We
intend to position ourselves as a potential list vendor to those advertising agencies which conduct direct marketing consulting
services. The potential clients include OgilvyOne, Wundermann and some local agencies. 2) We plan to market our database
service directly to the end users, i.e. the marketing department of those companies which need customer data. The potential
clients include insurance companies, banks (checking/saving accounts and credit cards), career/recruiting services, real estate
brokers, travel agencies, education service provider, telecom companies and mobile phone manufacturers. 3) We plan to
place advertisements in industry magazines and China’s Direct Marketing Association (DMA) website.

Competition

We believe that our ability to provide high quality lists from company owned databases and customized one-stop database
marketing solutions at a reasonable price give us a competitive advantage in the marketplace. We have exclusive access to
profiles for all graduating college and graduate school students through our relationship with the MOE. Our competitors
include ChinaLoop (Acxiom China), a firm with international reach, and local competitors such as Shendiao Database
Marketing Company, zhaopin.com, Chinahr.com and 51job.com.

Other Products and Services

Family-School Link Communication System (FSLCS): FSLCS is designed to help elementary and middle school teachers
and parents communicate more effectively. With FSLCS, parents will have instant access to their children’s’ daily
attendance records, exam scores and event announcements, as well as school news. We believe that the FSLCS has large
potential demand from Chinese parents looking to take a more active role in their children’s education process and keep in
contact with their children via SMS messaging.

In addition, INTAC recently launched a new product, the Internet Co-Surfing (ICS) software and services, as a key functional
add-on to FSLCS. As an internet parental control software, ICS provides parents with immediate notification via SMS when
their child encounters a web site that has not been proven safe. The parent can choose to permit the surfing or block the web
site utilizing a return SMS. ICS also provides the ability to set time limits on surfing and to trace surfing history. The
software can also be used as an instant communication tool betwéen children on their PCs and parents with their handsets.

The service, which is offered by Intac Purun in partnership with China Mobile Communications Corporation (“China
Mobile”) and China United Communications Corporation (“China Unicom™), China’s leading mobile telecom operators, will
mainly focus on the elementary and middle school markets in China where the communication is most needed. We intend to
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bundle our FSLCS system with Huana Xinlong’s software for educational institutional administration.

phrbank.com: In 2004, we launched www.phrbank.com, a website to integrate recruiting and professional training services
in China for large companies with increasing demands for new employees. This website is a platform for PHR Bank
(professional human resource bank), an integrated program of placement, search, campus recruiting and professional training
services for enterprises. The service is designed for international and Chinese companies that need to hire large numbers of
new employees, and provides employment information to job seekers and employers. We plan to utilize this website in
conjunction with IMTI to assist its graduates in securing employment

Jjoyba.com: Intac Purun’s website www.joyba.com is designed to attract students by providing information related to
lifestyles and social activities of students and young professionals. This website also contains limited iriformation on
employment opportunities, with a link to our www. phrbank com website. We plan to sell advertising on this website
targeting college students and young professionals. A

Other Value-added Mobzle Telecommunication Services. Currently, we offer a variety of telecom value added services,
including Wireless Application Protocol surfing, Interactive Voice Responses and SMS, with China’s major
telecommunications network operators — China Mobile, China Unicom and China Netcom. All of the services are targeted at
the education community. The services offered include career development services, interactive games, ring tone/screen
saver downloads, and FSLCS, as described below. These services, together with the two websites described above, will all
be integrated into the Database Management Business Unit. :

Career Service Centers: Intac Purun was selected by the EMIC to establish and be the exclusive operator, under the
supervision of the EMIC, of the “Career Service Centers” for Chinese students. These Career Service Centers support local
education authorities in providing career services to local students. They also introduce Intac Purun’s services and products
to students and provide Chinese students with a full-range of career development services, which assist these students in
finding jobs and managmg their careers.

Campus Student T raining: Our campus student training business mcludes two levels of job-related tramlng programs to
help students prepare for interviews and acquire basic job skills. These include the: (1) Career Orientation Class and

(2) Internship Preparation and Placement Program. The Career Orientation Class is designed to provide college students with
training related to job seeking skills and career design, as well as offering them employment consulting services. The
Internship Preparation and Placement Program is designed to help students prepare for internship opportunities. Our initial
Career Orientation Class was held in October 2005.

Affinity Services: Apart from Educational and Career Services, Intac Purun believes it will derive substantial revenue from a
variety of affinity services. These products will reach the same target groups and be offered through the same distribution
channels as our career development services. Intac Purun’s goal is to position itself to be the one-stop Initernet information,
education and entertainment portal for Chinese students. These products are currently being developed.

Our Career Development and Education Services Segment involves substantial risk. Qur business model is based on a belief
that we will be able to, in part, (i) maintain a close relationship with the MOE and EMIC, an entity affiliated with the MOE,
(ii) our ability to use exclusively the database of graduates complied by the MOE and the continuous updating of the database
by the EMIC, (iif) remain as the exclusive operator of these Career Service Centers, (iv) retain Huana Xinlong’s software’s
designation as the standard of the China School Administration System by the EMIC, (v) our ability to successfully
renegotiate our agreements with China Mobile and China Unicom on terms acceptable to us, (vi) the ability to attract trainees
for our 3G training program, and (vii) the ability to attract customers for our database products and services. We cannot
provide any assurance that our model will prove successful or will lead to the achievement of our objectives. If we are
unable to implement our business model effectively or lose our relationships with the MOE or EMIC, our business, results of
operations and financial condition would be materially adversely affected.

DISTRIBUTION/TELECOMMUNICATIONS SEGMENT

Wireless Handset Distribution

Industry Backgroun(f — The Chinese Wireless Telecommunications Industry
General Inf(_)rma‘tion‘

China has experienced rapid growth in mobile telecommunications use in recent years. According to China’s Ministry of
Information Industry, China is the largest mobile telecommunications market in the world with approximately 383 million
mobile phone users as of the end of October 2005. Although growth in China has slowed sharply since 2002, we believe the
size of the urban market still offers room for growth in the coming years. Prices for both handsets and services offered by the
two State companies controlling the market, China Mobile Communications Corporation and China United Communications
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Corporation, have been falling steadily, as Chinese handset vendors challenge foreign giants such as Nokia and Motorola.
Industry Challenges

Numerous factors have converged in recent years to create new challenges for traditional wireless equipment distributors.
These factors include the following:

Increasing Number of Equipment Manufacturers and Available Models: Originally, there were relatively few manufacturers
of mobile communications equipment. However, within the last several years, numerous new manufacturers have entered the
market and the number of available models has increased. We believe that these trends have increased the costs and
inventory risk of many traditional distributors who attempt to keep an adequate supply of handsets for each manufacturer by
model.

Lack of Brand Loyalty: Although four vendors (Nokia, Motorola, Samsung and Siemens) continue to dominate the industry
in China, numerous smaller manufacturers have entered the market. We believe that consumer handset selection is based less
on brand name loyalty and more on features, size, pricing and similar factors. As a result, distributors having long-term
distribution agreements with vendors and manufacturers or agreements containing “minimum commitments” may find it
more difficult to react to changes in consumer preferences.

Unaffiliated and Operator-Affiliated Retailer Base: Because of the strong growth in worldwide users of mobile
communications, the number of retail locations selling wireless handsets is also increasing. We believe that many of these
locations are unaffiliated with a network operator and are generally free to purchase inventory from any entity they desire.
We expect that this trend has been fueled somewhat by the number of repeat users desiring to purchase new equipment but
who do not desire to switch their existing service provider. Many of these retailers, or the distributors that serve them,
generally desire to purchase in smaller quantities not readily available from traditional distributors. In addition, we recognize
that the vast majority of operator-affiliated retailers must rely on secondary sources of supply. In either case, we believe that
the purchasing agents in these situations are motivated to buy from a distributor on the basis of price and availability and, to a
lesser extent, on the basis of a prior business relationship. Consequently, we expect that those distributors that compete on a
basis other than price, availability and relationship will find it increasingly difficult to reach the unaffiliated retailer and
operator-affiliated base.

Price Volatility: Over the last several years, prices for wireless handsets have become increasingly volatile. This volatility is
due to, among other things, increased supply into the various sales channels, a larger number of manufacturers, and a slow-
down in the economy generally. As a consequence of this volatility, a “spot market” has developed in which large quantities
of inventory can be purchased and sold at the then-prevailing market price. Prices for equipment can vary as much as 10%
from one day to the next. Traditional distributors often find it difficult to participate or beneﬁt from this spot market due to
their contractual arrangements with the manufacturers.

Traditional Response to Industry Challenges

In response to the industry challenges, many distributors have expanded their focus to provide ancillary products (such as
accessories) and ancillary services (such as warehousing, customized packaging, “inventory management,” and other
“logistics services”) to their customers. Many traditional distributors believe that ancillary products and services carry a
higher gross margin than merely the distribution of wireless handsets. At the same time, many large network operators and
manufacturers are embracing the move to an outsourced solution for their distribution needs because of their ability to shift to
the distributor:

-+ the significant initial and continuing costs of maintaining warehouse facilities and providing logistics services;
*  the risks associated with inventory management and storage; and

¢ the other efficiency issues associated with maintaining an mfrastructure that must expand and contract to meet
consumer demand.

Similar to other distribution industries that have migrated to a “full service” approach, we believe that handset distributors are
facing increasing costs for personnel, IT infrastructure, warehouse facilities and general overhead. We believe that as wireless
equipment manufacturers continue to migrate toward a mix of products and services, traditional distributors will find it
increasingly difficult to efficiently integrate and manage these separate operations into a cost-effective solution for their
customers. Consequently, we expect that as revenues for full serv1ce distributors increase, their expected efficiencies of scale
may not.
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INTAC’S Apprdach

We distribute, through Holdings and its subsidiaries Global Creative and INTAC Telecom, wireless handsets manufactured
by major mobile communications equipment manufacturers. For nine months ended September 30, 2005 and the years ended
December 31, 2004 and 2003, the majority of our total handset sales were products manufactured by Nokia, Motorola, Sony
Ericsson, Siemens and Samsung. Our wireless handset products are compatible with most network operators, as well as
analog and digital standards and other developing technologies.

In our Distribution Segment, we pursue an “efficient distribution” strategy that we believe provides us with a competitive
advantage in our market. We believe that this market is characterized by multiple distribution levels that add costs to the
ultimate consumer without providing corresponding value added services or product distinction. By reducing the number of
distribution layers between the manufacturer and the retail distributors, we are able to compete based upon price with other
distribution networks. Within the Distribution Segment, we also have an established customer base, which at this time has
increasing volume' demands which we believe we are prepared to meet. We have strong and trusted relationships with our
customers with a reputation for reliability, low cost, experience and trust. In addition, we seek to take advantage of windows
of opportunity to acquire other complementary products at discounted prices that may become available from time to time.

We believe that our ability to take advantage of perceived inefficiencies in the distribution markets for the wireless handset
industry provides us with the following competitive advantages:

*  Focus on Best Selling Products. In our distribution business, we have established relationships with industry leaders,
including network operators, large retailers and other worldwide distributors. Through these relationships, we expect
to receive up-to-date industry information regarding trends in consumer buying patterns. This information should
enable us to buy and sell only those models that we believe are the most popular among end-users, thereby reducing
our inventory risk and increasing the number of inventory turns per month when compared to that of our
competitors.

*  Ability to Quickly Modify Inventory Mix. We differ from other distributors in that we do not stock continuing lines.
Although we attempt to offer a consistent availability of inventory, we purchase a variety of makes and models to
take advantage of promotional and other discount opportunities. As a result, we can offer a higher proportion of low
cost inventory than our competitors. We believe that this strategy permits us to be more flexible in our inventory
purchases than we would be if governed by certain manufacturers’ distribution agreements.

*  Reputation as a “Best Source” Provider. In our wireless handset business, we compete primarily on price and
availability. We are capable of shipping orders for as few as 100 wireless handset units, although our average order
is much larger. Accordingly, we believe we are well positioned to serve the growing unaffiliated retailer base.
Further, we believe that our ability to quickly source mobile telecommunications equipment at favorable prices
provides us with a key competitive advantage as a secondary supplier to the operator-affiliated retailers.

*  Exploitation of the Spot Market. As a participant in the “spot market” for wireless handsets, there is no set price to
us for the purchase of inventory. The pricing is usually negotiated for each transaction based on the current market
prices for similar equipment, the location of the equipment, the number of handsets to be moved, the cost and effort
anticipated in packing and shipping the units, and other relevant factors. Likewise, we determine our selling prices
on the basis of current market conditions, the number of items we have on hand, target profit margins for various
products and other relevant factors. Consequently, unlike other distributors who buy and sell equipment at
predetermined prices or formula, we operate on an opportunity basis, buying and selling inventory during periods of
market opportunity,

Our system of efficient distribution involves substantial risk. Our business model is based on a belief in the future of the
wireless handset industry that is contrary to the generally held belief that such industry is shifting away from pure distribution
services to a mix of distribution services and ancillary services, such as logistics services. We cannot provide any assurance
that our model will prove successful or will lead to the achievement of our objectives. If we are unable to implement our
business model effectively, our business, results of operations and financial condition would be materially adversely affected.

Our Supply Channel

Wireless handsets are available to us at low prices for a variety of reasons, including our ability to quickly move large
quantities of wireless handsets, the inability of a vendor to sell sufficient product through regular channels, ‘the canceliation of
orders placed by other distributors and the termination of business by a manufacturer or wholesaler. Currently, our access to
sources of equipment is based primarily on relationships which our management has established over approximately the last
seven-years. Other sources of product include other distributors, network operators and independent brokers. We receive
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information about new sources of products from contacts, online resources, advertising and industry publications. Our Chief
Executive Officer currently handles all inventory procurement and has the most significant industry contacts. To date, we
have not been able to purchase inventory directly from a manufacturer. We currently do not have any supply agreements or
authorized distribution agreements with any manufacturers or other vendors and, therefore, our entire inventory is purchased
on the “spot market,” mainly from other wholesalers. We plan to purchase a larger portion of our inventory from network
operators and manufacturers in the future, although there can be no assurances in this regard. Qur experience has indicated
that network operators and other wholesalers look favorably upon a distribution channel that enables them to dispose of
significant quantities of merchandise quickly without affecting their traditional sales channeis. However, this situation could
change if manufacturers or our suppliers decide to discourage the use of our distribution channels.

During the nine months ended September 30, 2005, we made purchases from more than seven suppliers, substantially all of
which are other wholesalers. Qur three largest suppliers of wireless handsets accounted for approximately 89.2% of our
product purchases for the nine months ended September 30, 2005, and our single largest supplier, T-Mobile, accounted for
approximately 72.4% of our product purchases for the nine months ended September 30, 2005. At present, we seek to
concentrate purchases with selected suppliers to ensure access to high-quality products on advantageous terms; however, we
believe we will need redundant sources of supply in the future. Because product availability is unpredictable, a strong base of
vendor relationships is important to our success. We maintain ongoing contact through telephone calls with our vendors to
learn when products will become available, at what prices product is moving and which model numbers are the most sought
after by consumers. Loss of our ability to purchase product from these suppliers, or the failure by these or other suppliers to
supply competitive products on a timely basis and on favorable terms, or at all, would have a material adverse effect on our
business and operations.

We believe that the relationships with our suppliers are generally good; however, we have from time to time experienced
inadequate product supply. Any future failure or delay by our suppliers in supplying us with products on favorable terms
would severely diminish our ability to obtain and deliver products to our customers on a timely and competitive basis.

The market for wireless handset products is characterized by rapidly changing technology and frequent new product
introductions, often resulting in product obsolescence or short product life cycles. Our success depends in large part on our
ability to anticipate and adapt our business to such technological changes. There can be no assurances that we will be able to
identify, obtain and resell products necessary to remain competitive or that competitors or manufacturers of wireless handsets
will not market products that have perceived advantages over our products or that render the products sold by us as obsolete
or less marketable. We maintain some investment in product inventory and, therefore, we are subject to the risks of
inventory obsolescence and excessive inventory levels. We attempt to limit these risks by managing inventory tumns.
Because of our international operations, our inventory is also exposed to certain political and economic risks.

Our Distribution Channel

Products are generally delivered by common carriers to our warehouse facilities in Hong Kong or Frankfurt or designated
freight forwarders. After delivery, we inspect, count and prepare the orders for shipment or pick up by our customers, which
are mobile communications equipment wholesalers, agents, retailers and other distributors, mainly in Hong Kong. These
products are then sold primarily to local customers in Hong Kong or customers in China.

We do not generally maintain inventory for a long period of time. Instead, we generally seek to have a buyer for our
inventory prior to the time an order is placed with a vendor. The time between a customer’s purchase order and the
completion of the sale of that item is generally less than 10 days. Although we assume certain inventory and price risk
associated with selling these products, we believe our ability to sell our inventory quickly through our distribution channels
and our system of efficient distribution minimizes the risk. To date, our expenses resulting from write-downs of excess
inventory have not been material. Most of our new handsets come fully packaged in their original containers and carry the
manufacturer’s original warranty. We have not previously experienced any material amount of warranty-related issues.

We generally sell our products pursuant to a customer purchase order and subject to our confirmation containing terms and
conditions. Because orders are generally not accepted unless they can be filled within a few days of receipt, backlog is
generally not material to our business.

Sales And Marketing

Our sales and marketing efforts for wireless handsets are coordinated in Hong Kong, Frankfurt and Beijing by a manager for
each office. These managers, who report directly to our Chief Executive Officer, Mr. Zhou, spend substantially all of their
time developing and maintaining relationships with our customers and suppliers. Inside each office, our sales force {which is,
in the aggregate four full time personnel in this segment) operates on a named account basis rather than by geography, which
allows us to maintain a single point of contact for each customer. In addition to our inside sales force, we also engage non-
employee, commissioned sales agents to sell our products. Our largest accounts are handled directly by Mr. Zhou. Our
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outside sales agents are compensated on a Commission Program that is designed to reward account profitability and promote
sales growth into new geographic regions. .

Seasonality

Handset sales are influenced by a number of seasonal factors including customer buying patterns, product promotions,
availability of distribution channels, holidays, including Chinese New Year during the first quarter of the year, and product
supply and pricing, and as a result, we adjust buying to reflect the anticipated level of sales activity. In addition, we also
expect that our sales will be influenced by cyclical economic conditions in the different countries in which we operate. An
economic downturn i in one of our principal markets could materially and adversely affect our revenues and profits.

Competition
Comnpetition among wireless handset distributors is intense and is expected to increase significantly in the future. Barriers to
entry are relatively insubstantial. We compete primarily on the basis of: ‘

*  price; |

* inventory availability;

*  delivery time; and

*  our customer relationships.

Many of our existing and potential competitors, including traditional distributors, have longer operating histories, larger
customer bases, direct contractual relationships with manufacturers and other highly desirable vendors, greater name
recognition and significantly greater financial, personnel and marketing resources than we do. These competitors generally
can undertake more aggressive pricing policies, move more inventory, and make more attractive offers to customers,
distribution partners and suppliers than we can. Additionally, substantially all of our existing and prospective customers have
established long-standing relationships with one or more of our competitors or potential competitors. Consequently, we
cannot be certain that we will be able to expand our customer list or retain our current customers. We may not be able to
compete successfully against our current or future competitors and competition could materially and adversely affect our
revenues and profits. |

Our competitors include:
In the Asia-Pacific Rim

¢  Government-owned distributors that have retail outlets;

*  First Mobile;

*  Global Tech Holdings; and

¢ Numerous otf;er smaller distributors, resellers and agents.

In Europe

*  Brightpoint; .
*  Cellstar;
¢ Wireless handset manufacturers that sell directly into our distribution channel; and

¢ Numerous other small distributors, resellers and agents.
Telecommunications Products

On November 23, 2005, we announced that we recently began working with Primus Telecommunications Ltd., a global
telecommunications services provider (Nasdaq: PRTL), with a particular strength in Voice-over-IP (VoIP) services and
products, as well as billing capability across various voice and data services. The first product launched under this
relationship is the distribution of a global prepaid calling card, an IP calhng card that provides access to over 50 countries.
We are working closely with Primus to explore further opportunities in offering more diverse telecommunications value-
added services to the education market.
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BUSINESS SEGMENT FINANCIAL DATA

Information concerning segment income attributable to each of our Career Development and Training Services and our
Distribution/Telecommunications business segments and geographic areas is.set forth in “Item 6 — Selected Financial Data”
and in Note 12 of Notes to Consolidated Financial Statements, all of which information is incorporated herein by reference.
Information concerning identifiable assets of each of our business segments is set forth in Note 12 of Notes to Consolidated
Financial Statements, which is incorporated herein by reference.

Revenue from our Career Development and Training Services Segment as a percentage of our total revenue was
approximately 6.9% in the nine months ended September 30, 2005. Revenue generated from sales of our education
administration software accounted for 78.4% of the total revenue from our Career Development and Training Services
Segment in the nine months ended September 30, 2005.

Revenue from our Distribution Segment as a percentage of our total revenue was approximately 93.1% in the nine months
ended September 30, 2005. During the nine months ended September 30, 2005, aggregate revenues generated from our two
largest customers accounted for approximately 62.0% of our total revenues. These customers were Mr. Lam and H-O-T
Phone, and represented 52.9% and 9.1% of our total revenue, respectively. For a discussion of our account receivable and the
related payment agreement with Mr. Lam, see “Management Discussion and Analysis of Financial Condition and Results of
Operations — Liquidity and Capital Resources.”

GEOGRAPHIC FOCUS

In December of 2001, China entered the World Trade Organization (“WTO™). Membership in the WTO represents a major
milestone of a decade-long shift from a centrally planned economy to a market economy. With its entry into the WTO,
China embarked on an ambitious series of steps to reform its trade and business environment. For example, China has
undertaken major changes in import and export rights; however, until the reforms have been completed and come into effect,
trading rights will remain the subject of government approval. We have leveraged our contacts in China to allow us to take
advantage of emerging opportunities in the wake of these reforms. We will continue to develop strategic contacts in the
region as the plan for liberalizing Chinese Internet portal, human resources and distribution services continues to follow the
new open-door growth pattern.

China’s WTO membership has fundamentally redefined China’s relations with other countries, especially with the United
States, its most significant export market, as well as its neighbors throughout Asia. WTO membership has allowed China to
defend its trade interests using the WTO dispute-settlement system. Chinese exporters have benefited from the certainty that
their trading partners must comply with WTO rules. For example, WTO members can no longer discriminate against Chinese
products in their home markets. China’s membership into the WTQO has made it more aftractive to foreign investors, and
foreign investments have resulted in more high-paying jobs, more government tax receipts, more technology transfers and,
ultimately, more consumer spending. China’s WTO commitments have facilitated increased competition in every sector of
the economy. As a result of increased trading opportunities, Chinese consumers are expected to benefit from the increased
competition encouraging a larger range of choices, lower prices, and higher quality in consumer products and services. The
combination of reduced trade barriers and the increase in the standard of living in China has and should continue to
significantly increase the demand for consumer products and services in China, including wireless handsets, as well as
demand for career development services.

We believe that these continuing reforms in China will enable us to participate in various investment opportunities in China.
Our first entry into the Chinese distribution market was accomplished in October 2001 through our acquisition of operating
subsidiaries that distribute premium brand wireless handsets to mobile communications equipment wholesalers, agents,
retailers and other distributors in Hong Kong for sale to mainland China. On January 15, 2004, INTAC announced the shift
in emphasis of its business plan from the traditional distribution of premium brand wireless handsets to its new Internet joint
venture, Intac Purun and our career development services segment. On November 23, 2005, we announced the further
refinement of this shift in focus such that we will operate in two business segments: the Career Development and Training
Services Segment and the Distribution/Telecommunications Segment.

Information regarding financial data by geographic region is contained in our financial statements beginning on page F-1.

GOVERNMENT REGULATIONS AND LEGAL UNCERTAINTIES

Certain areas related to the Internet, such as telecommunications, Internet information services, international connections to
computer information networks, information security and censorship are covered in detail by a number of existing laws and
regulations in China. The PRC Internet industry is regulated by various governmental authorities, such as the Ministry of
Information Industry, or MII, the State Administration of Industry and Commerce, or SAIC, the State Press and Publications
Administration, or SPPA, and the Ministry of Public Security.
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Human resource service firms and Internet content providers are subject to substantial regulation by the PRC government. An
“Internet content provider” is a commercial operator providing the delivery of Internet content. This section sets forth a
summary of the most significant PRC regulations that affect the business and the industries in which we operate.

Human Resources

Human resource services firms in China are mainly regulated by the PRC Ministry of Personnel. The principal regulation
applicable to human resource services firms is the Regulations on Administration of Human Resource Markets (2001), jointly
promulgated by the PRC Ministry of Personnel and the PRC State Administration for Industry and Commerce. Under this
regulation, any entity providing human resource services in China must obtain a human resource services license from the
local Administration of Personnel. Each of these Administrations may adopt rules, with some degrees of variation among
provinces, to regulate human resource services operations conducted within the province.

The principal regulation governing ownership in human resource services companies in China is the Interim Regulations on
the Administration of Sino-foreign Equity Joint Venture as Human Resource Agencies (2003), jointly promulgated by the
PRC Ministry of Personnel, the PRC Ministry of Commerce and the PRC State Administration for Industry and Commerce.
Under this regulation, the percentage of foreign ownership in the equity interest of a foreign invested human resource
services company cannot be less than 25% or more than 49%. Because Intac Purun provides human resource services in
China, Intac’s initial indirect ownership interest in Intac Purun was set at 45% as a result of these regulations. Subsequently
in June 2004, INTAC purchased an additional 15% indirect ownership interest in Intac Purun from China Putian Corporation.
This additional 15% indirect ownership interest increases INTAC’s total indirect ownership in Intac Purun to 60%. Subject
to the promulgation of additional regulations on foreign investment in the PRC human resources services sector, INTAC may
be required to undertake other restructuring measures in order to comply with Chinese regulations.

Telecommunications

On October 1, 2000, the Telecommunications Regulations of the People’s Republic of China, or the Telecom Regulations,
went into effect. The Telecom Regulations set out the general framework under which domestic Chinese companies may
engage in various types of telecommunications services in the PRC. The Telecom Regulations reiterate the long-standing
principle that telecommunications service providers need to procure operating licenses as a mandatory precondition for the
commencement of operations. A distinction is drawn between “basic telecommunications services” and “value-added
telecommunications services.” “Value-added telecommunications services” are defined as telecommunications and
information services provided through public networks. A “Catalogue of Telecommunications Business,” which is attached
to the Telecom Regulations and was updated on June 2001, categorizes various types of telecommunications and
telecommunications-related activities into basic or value-added services. The Catalogue lists the following services as being
of a value-added nature: (a) e-mail, (b) voice mail, (c) online information storage and retrieval, (d) electronic data
interchange, (e) online data processing and exchange, (f) value-added fax, (g) Internet access services, (h) Internet
information services, (i) Internet data center services and Internet virtual private network services, (j) video-conferencing, (k)
call center and voice mail services, and (1) certain mobile and satellite telecommunications services.

On December 20, 2001, the PRC State Council promulgated the Regulations for the Administration of Foreign-Invested
Telecommunications Enterprises, or the FITE Regulations, which became effective on January 1, 2002, The FITE
Regulations stipulate that foreign-invested telecommunications enterprises, or FITEs, must be established as Sino-foreign
equity joint ventures. FITEs can undertake operations in basic telecom services and value-added telecom services. Under the
FITE Regulations and in accordance with WTO-related documentation, the foreign party to a value-added FITE may
currently hold up to 49% equity, and value-added FITEs may conduct business only within Beijing, Shanghai and
Guangzhou and 14 other PRC cities. The equity limit of foreign investors was increased to 50% and the geographical
restriction lifted on December 11, 2003.

The Administrative Measures for Telecommunications Business Operating Licenses, or Telecom License Measures, were
promuigated by MII on January 4, 2002, to supplement the FITE Regulations. The Telecom License Measures confirm that
there are two types of telecom operating licenses for operators in China (including FITEs), namely: licenses for basic services
and licenses for value-added services. With respect to the latter, a distinction is made as to whether a license is granted for
intra-provincial or “trans-regional” (inter-provincial) activities. An appendix to the license will detail the permitted activities
of the enterprise to which it was granted. An approved telecom service operator must conduct its business (whether basic or
value-added) in accordance with the specifications recorded on its Telecom Service Operating License. The
Telecommunications License Measures also confirm that the MII is the competent industry authority for foreign-invested
telecom enterprises.
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Internet Information Services

Intac Purun is structured as an Internet content provider, or ICP, and has obtained approval from the MII to develop Internet
information services. On September 25, 2000, the State Council approved the Measures for the Administration of Internet
Information Services, or the ICP Measures. Under the ICP Measures, any entity that provides information to online users of
the Internet is obligated to obtain an operating license from the MII or its local branch at the provincial or municipal level in
accordance with the Telecom Regulations described above.

The ICP Measures stipulate further that entities providing online information services regarding news, publishing, education,
medicine, health, pharmaceuticals and medical equipment must procure the consent of the national authorities responsible for
such areas prior to applying for an operating license from the MII or its local branch at the provincial or municipal level.
Moreover, ICPs must display their operating license numbers in a conspicuous location on their home page. ICPs are
obligated to police their websites in order to remove categories of harmful content that are broadly defined. This obligation
reiterates Internet content restrictions that have been promulgated by other ministries over the past few years. Most
importantly for foreign investors, the ICP Measures stipulate that ICPs must obtain the prior consent of the MII prior to
establishing an equity or cooperative joint venture with a foreign partner,

On December 28, 2003, the Beijing Telecommunications Administration (the municipal branch of the MII) issued to Intac
Purun a Telecommunications and Information Services Operating License. We believe we have all necessary licenses to
operate the Internet portal.

Information Security and Censorship

The principal pieces of PRC legislation concerning information security and censorship are:

¢ The Law of the People’s Republic of China on the Preservation of State Secrets (1988) and its Implementing
Rules (1990),

¢ The Law of the People’s Republic of China Regarding State Security (1993} and its Implementing Rules (1994);
*  Rules of the People’s Republic of China for Protecting the Security of Computer Information Systems (1994);

*  Notice Concerning Work Relating to the Filing of Computer Information Systems with International Connections
(1996);

*  Administrative Regulations for the Protection of Secrecy on Computer Information Systems Connected to
International Networks (1999);

*  Regulations for the Protection of State Secrets for Computer Information Systems on the Internet (2000);

*  Notice issued by the Ministry of Public Security of the People’s Republic of China Regarding Issues Relating to the
Implementation of the Administrative Measure for the Security Protection of International Connections to Computer
Information Networks (2000}, ' '

*  The Decision of the Standing Committee of the National People’s Congress Regarding the Safeguarding of Internet
Security (2000);

*  Measures for the Administration of Commercial Web Site Filings for the Record (2002) and their Implementing
Rules (2002); !

*  Regulation for the Information Dissemination of Watching and Listening through Internet Promulgated by State
Bureau of Broadcasting Film & TV (2003);

¢ Notice of Regulating SMS Service Promulgated by the Ministry of Information Industry (2004); and

*  Regulation of Management of Publication Market Promulgated by Press and Publications Administration (2004).

These pieces of legislation specifically prohibit the use of Internet infrastructure where it results in a breach of public
security, the provision of socially destabilizing content or the divulgence of State secrets, as follows:

¢  “A breach of public security” includes breach of national security or disclosure of state secrets; infringement on
state, social or collective interests or the legal rights and interests of citizens; or illegal or criminal activities.
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*  “Socially destabilizing content” includes any action that incites defiance or violation of Chinese laws; incites
subversion of state power and the overturning of the socialist system; fabricates or distorts the truth, spreads rumors
or disrupts social order; advocates cult activities; or spreads feudal superstition, involves obscenities, pornography,
gambling, violence, murder, or horrific acts or instigates criminal acts.

¢ “State secrets” are defined as “matters that affect the security and interest of the state.” The term covers such broad
areas as national defense, diplomatic affairs, policy decisions on state affairs, national economic and social
development, political parties and “other State secrets that the State Secrecy Bureau has determined should be
safeguarded.”

According to the aforementioned legislation, it is mandatory for Internet companies in the PRC to complete security filing
procedures with the local public security bureau and for them to update regularly with the local public security bureau
regarding information security and censorship systems for their websites. In this regard, the Detailed Implementing Rules for
the Measures for the Administration of Commercial Web Site Filings _for the Record, promulgated in July 2002 by the Beijing
Administration for Industry and Commerce (“AIC”), state that websites must comply with the following requirements:

*  they must file with the Beijing AIC and obtain electronic registration marks;
* they must place the registration marks on their websites’ homepages; and

* they must register their website names with the Beijing AIC.

We have registered the domain names, www.joyba.com and www.phrbank.com, and these registrations are renewable
annually.

In addition, the State Security Bureau has issued regulations authorizing the blocking of access to any site it deems to be
leaking State secrets or failing to meet the relevant legal legislation regarding the protection of State secrets in the
distribution of information online. Specifically, Internet companies in China with message boards, chat rooms or similar
services, must apply for the approval of the State Secrets Bureau prior to operating such services. We may be required to
obtain this approval. :

Privacy Concern about Usage of Personal Information

Despite the fact that several PRC laws, regulations and PRC Supreme Court interpretations refer to privacy, PRC law does
not clearly define a “right of privacy.” PRC law does protect certain related rights such as personal dignity, right of
reputation, right of name, and privacy of communications where a party can prove it has suffered damage as a result of
infringement on such rights.

Although the PRC has several laws and regulations relating to the use of the Internet, addressing personal privacy in use of
the Internet and the freedom of communications, the PRC Government does not restrict online service providers in the
collection, transmission and commercial use of personal information or data. Personal data is protected from unlawful use by
general statutes and by any contractual arrangement between the user and the service provider.

Since spring 2005, the NPC and the State Council have begun legislative review of a draft Law for Protection of Personal
Information which provides a wider scope of protection than merely protection of the personal privacy of a citizen; cellular
phone-number, home address, medical files and occupation information will all be protected. The draft further provides that
usage of such personal information by service providers (excluding the national security authority, research institutions, and
news agency) shall be subject to the prior authorization of each individual and violations under this law will subject to
violating party of administrative, civil, and even criminal liabilities.

INTELLECTUAL PROPERTY AND PROPRIETARY RIGHTS

We regard our copyrights, service marks, trademarks, trade secrets and other intellectual property as critical to our success.
We rely on trademark and copyright law, trade secret protection, non-competition and confidentiality and/or license
agreements with our employees, customers, partners and others to protect our intellectual property rights. Despite our
precautions, it may be possible for third parties to obtain and use our intellectual property without authorization.
Furthermore, the validity, enforceability and scope of protection of intellectual property rights in Internet-related industries
are uncertain and still evolving. The laws of the PRC and certain other countries do not protect intellectual property to the
same extent as do the laws of the United States. We have registered the domain names www _joyba.com and
www.phrbank.com. These registrations are renewable annually.
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Many patties are actively developing chat, homepage, search and related Internet technologies. We expect these parties to
continue to take steps to protect these technologies, including seeking patent protection. There may be patents issued or
pending that are held by others and that cover significant parts of our technology, business methods or services. For
example, we are aware that a number of patents have been issued in the areas of e-commerce, Web-based information
indexing and retrieval and online direct marketing. Disputes over rights to these technologies are likely to arise in the future.
We cannot be certain that our products do not or will not infringe valid patents, copyrights or other intellectual property
rights held by third parties. We may be subject to legal proceedings and claims from time to time relating to the intellectual
property of others in the ordinary course of our business.

We may license technology from third parties. The market is evolving and we may need to license technologies to remain
competitive. We may not be able to license these technologies on commercially reasonable terms or at all. In addition, we
may fail to successfully integrate any licensed technology into our services. Our inability to obtain any of these licenses
could delay product and service development until alternative technologies can be identified, licensed and integrated.

TECHNOLOGY INFRASTRUCTURE

We will place our servers at the facilities of 21ViaNet which provide a reliable environment, 21 ViaNet is currently the largest
neutral service provider for telecom data center in China. 21 Vianet is 4-layer constructed and provides abundant equipment
and connection for each level from client equipment to network outlet to provide clients with close to 100% network
reliability. It is also designed for unique DNS Cache to guarantee uninterrupted stable operation. It is also safe constructed to
resist over 60% DDoS attacks, which can protect uninterrupted operation even if with severe network attacks. The RSA
access control system is used, which blocks most illegal intrusions and provides the system with truly reliable “lock™.
Furthermore 21ViaNet is one of the members of China Anti-Junk Mail Organization.

21 Vianet also provides around-the-clock services, such as;
* field support of equipment installation and commissioning;
*  operations to solve problems and also save labor and time;
* technical support and consulting services for clients; and

*  service monitoring and in-depth technical services.
EMPLOYEES

As of November 30, 2005, we had 127 full-time employees and 12 part-time employees within our Career Development and
Training Services Segment, including 46 in sales and marketing, 28 in customer services, 28 in technology and 37 in general
and administrative functions.

We also had 7 full-time employees and 1 part time employee within our Distribution/Telecommunications Segment,
including 3 in sales and marketing, 2 in warehouse and distribution services and 3 in general and administrative functions.

WEBSITE ACCESS TO REPORTS

Our annual reports on Form 10-K and 10-KSB, quarterly reports on Form 10-Q and 10-QSB, and periodic reports on Form 8-
K, and any amendments to such reports, are available, without charge, on our website, www.intac.cn, as soon as reasonably
practicable afier we electronically file such reports with the SEC. We also make available on our website our Code of Ethics
applicable to our Chief Executive Officer and senior financial officers, our Business Conduct Guidelines applicable to all
employees, and the charter of our Audit Committee. Information on our website does not constitute part of this Report.
Additionally, our filings with the SEC may be read and copied at the SEC Public Reference Room at 450 Fifth Street, N.'W.,
Washington, D.C. 20549. Information on the operation of the Public Reference Room may be obtained by calling 1-800-
SEC-0330. These filings are also available on the SEC’s website at www.sec.gov free of charge as soon as reasonably
practicable after the Company has filed the above referenced reports.

ITEM 2 - PROPERTIES

As of December 14, 2005, we leased approximately 20,367 square feet for our operations. Our current significant leased
properties are:
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Location ‘ Size Description Business Segment

Laws Commercial Plaza, Kowloon, Hong

KON .ottt 2,774 sq ft Headquarters Distribution business
Capital Times Square, 88 Chanan Street, City Career development
West District, Beijing, China............cccovevvennen, 15,823 sq ft Headquarters services
Frankfurt, Germany .........c.ccovcvveviinnnicincnonnnenn, 1,500 sq ft  Office Distribution business
Dallas, TeXas ...c.coovvvvrriimernniriiicensnescveenenienes 270sq fi  Corporate office Allocated

Our current total remaining lease abligations are U.S. $405,654.

In addition to our leased facilities, some of which are leased on a short-term basis, we also frequently utilize the storage
capabilities of our vendors and freight-forwarders. We believe that the terms we receive for storage space from those parties
is comparable to, or better than, the terms we could obtain for additional leased facilities.

We believe that our facilities are suitable for our current business and that we could obtain suitable properties in the relevant
areas without a material adverse effect on our business.

ITEM 3 - LEGAL PROCEEDINGS

We are not a party to any pending material legal proceedings, nor is our property subject to such proceedings, as of the date
of this Report.

ITEM 4 - SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matter was submitted to a vote of our security holders during the third quarter (due to our change in fiscal year, we only
had three quarters in fiscal year 2005} of the fiscal year ended September 30, 2005.

PART 11

ITEM § - MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock is traded on The Nasdaq SmallCap Market under the symbol “INTN” and on the Frankfurt Stock
Exchange under the symbol “WKN 805768.” The equity compensation plans information required by ltem 201(d) of
Regulation S-K in response to this Item 5 is incorporated by reference from “Item 12 — Security Ownership of Certain
Beneficial Owners and Management,” of this Report, and should be considered an a part of this Item 5.

Market for Common Stock

As of December 7, 2005, there were 7 holders of record of our common stock.

The following table sets forth the high and low bid prices of our common stock as reported by The Nasdaq anallCap Market
or OTCBB for the quarters indicated. Such prices reflect inter-dealer prices, without retail markup, markdown or
commission, and may not necessarily represent actual transactions.

QUARTER ENDING LOW HIGH

December 31, 2003 ... ...ttt ettt ettt st e et b b E e e aa et e eteenbanbeores $ 706 $ 13.90
MaArCh 31, 2004 ...ttt et e re e e e e s et a e e e e reanearane $ 11.15 ° § 17.98
JUNE 30, 2004 ..ot etttk st na s ane b $ 671 §$ 19.18
September 30, 2004 ..........c.ouoeiviiirireiet ettt eb ettt et n et ebe e srees $ 625 % 12.54
December 31, 2004 ...ttt b et a e e e e beeatenaeeteeeen e $ 706 $ 15.97
MaTCh 31, 2005 ...t et et et ettt s et $ 1074 § 17.65
JUNE 30, 2003 ...ttt ekttt e s b et st $ 502 S 14.11
September 30, 2005 ..ot sttt ar saee e reaa b as s eses $ 531 8§ 8.90
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The closing price of our common stock on December 7, 2005 on The Nasdaq SmallCap Market was $5.26.
Dividends ‘ .

Since inception, we have not paid any cash dividends on our common stock and we do not anticipate declaring dividends in
the foreseeable future. We intend to retain future earnings for reinvestment in our business.

ITEM 6 - SELECTED FINANCIAL DATA

We have changed our fiscal year-end from December 31 to September 30. As a result of this change, we have included in this
filing the financial statements for the nine-month transition period ended September 30, 2005. Accordingly, the following
discussion of results of operations will compare the audited balances for the nine months ended September 30, 2005 to the
unaudited balances for the nine months ended September 30, 2004 as noted below.

The selected financial data presented for the nine months ended September 30, 2005 and the years ended December 31, 2004
and 2003 below has been derived from our audited consolidated financial statements. The selected financial data for the nine
months ended September 30, 2004 is unaudited and has been derived from our quarterly report on Form 10-Q for the quarter
ended September 30, 2004 as filed with the Securities and Exchange Commission. The selected financial data should be read
in conjunction with our audited consolidated financial statements and notes thereto, and “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” included elsewhere in this Report. Operating results for the
periods below are not necessarily indicative of the results that may be expected for future fiscal years; refer to “Continuing
Statement Regarding Forward-Looking Statements” and “Management’s Discussion and Analysis of Financial Condition and
Results of Operations” included elsewhere in this Report. Certain prior year balances have been reclassified to conform to the
current year presentation.

Statement of Operations Data:

Nine Months Ended September 30, Year Ended December 31,
2005 2004 . 2004 2003

Revenue

Distribution busingss ..........cocevveveevercerniverereereenne. $ 57,019,701 § 64,406,408 $ 111,025925 $ 91,353,172

Career development SErvices .......ccveeveevrverenievenes 4,218,779 58,975 4,231,076 —
TOtal FEVENUE .....viiviiiecrecrieieeeercre e stier e ne e aens 61,238,480 64,465,383 115,257,001 91,353,172
Cost of revenues

Distribution business ......cccooevverevrvvrecenvesvecrsenrene. 54,244,331 59,415,086 101,831,520 87,852,546

Career development Services ........cocoreeervereeranenne. 1,039,299 - — 1,233,490 —_—
Total cost Of TEVENUE .....ocvvvvvvveiiiiieerevieee e 55,283,630 59,415,086 103,065,010 87,852,546
Gross Profit ..ot 5,954,850 5,050,297 12,191,991 3,500,626
Operating expenses (income)

Product development ........c.ccovevvenrvncrcriienennn, 2,660,793 1,121,219 1,819,501 —

Distribution eXPenses.......c.ceeervrrerreccercarerneesenene 507,761 647,594 - 757,314 1,014,673

Selling, general and administrative expenses ....... 4,765,585 2,493,334 3,354,956 2,768,750

Gain on sale 0f aSSELS....ccvvvrireciiieerenieeee e (383,933) . — — —
Total operating expenses, Net.......c.ccovvrrerercercnencen 7,550,206 4,262,147 5,931,771 3,783,423
Income (loss) from operations..........coceccvereerenennenn. (1,595,356} 788,150 6,260,220 (282,797)
Total other income (EXPENSEs) ...ccccrecerereerereriercrinnnns (3,938) 516,825 488,124 43,601
Income (loss) before income taxes .......occoveveeerrnnnas (1,599,294) - 1,304,975 6,748,344 (776,755)
TNCOMIE tAXES ...ttt (132,912) 330,646 931,847 —
Net income (10SS)..oviiverieiririieceriresereersereneaees $ (1,466,382) § 974,329 $ 5816497 § (239,196)
Net income (loss) per share — basic ......cocececererivirnnnn $ 0.07) § 005 $ 028 § (0.01)
Net income (loss) per share - diluted ........cccoeeeencas $ 0.07) § 005 § 028 $ (0.01)
Weighted average shares outstanding — basic........... © 22,149,122 20,574,344 20,711,122 19,481,122

Weighted average shares outstanding - diluted......... 22,149,122 20,870,056 21,007,978 19,481,122
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Other Data:

Nine Months Ended September 30, Year Ended December 31,
2005 2004 2004 2003
Net cash used in operating activities...........c.oocereveeene $ (3,329,920) § (4,080,951) § (6,843,529) $ (1,156,349)
Net cash provided by (used) in investing activities .... 431,863 2,010,723 1,791,499 (4,125,386)
Net cash provided by financing activities................... 997 7,805,133 7,774,384 7,502,737
Balance Sheet Data:
September 30, December 31,
2005 2004 2004 2003

Cash and cash equivalents ..........cccoveeeriierrrcrnccnenes $ 2635868 $ 8545479 § 5,532,928 $ 2,810,574
Restricted cash.......coveceiiiiiiiice e — — = 2,800,000
Trade accounts receivable..........oooveevervenennn. RIS 21,000,362 20,401,154 17,549,905 4,000,286
CUITENE BSSELS....ivivvririreriereeereeiretee e it erareeseneeeeesens 27,723,728 29,987,723 23,915,863 10,429,357
Property and equipment, net..........ccoocervvecrneeneneene —— 1,547,863 1,218,107 1,667,708 883,061
Acquired software, Net.......ccovevveverirnreerenenrenieerrenees 1,409,460 258,814 1,976,322 —
GOOAWIlL....oivviviciiiiie e s 12,858,790 1,230,327 12,777,790 59,021
TOtal @SSELS c.covvvtevvireieererie vt e n e saens 44,391,959 33,237,233 41,689,772 12,521,698
Trade accounts payable and accrued expenses......... 7,039,597 12,681,363 1,769,081 2,057,477
Short-term note payable to bank.........cccovvirieennnn — — — 2,728,202
Current liabilities ........covcoveveevirieiiciisieererevrcisceserens 8,156,480 13,571,020 4,104,592 5,106,152
Total stockholders’ equity .........ccooevvvvervrrreirenrenenn, 36,235,479 19,666,213 37,585,180 6,720,138
Total liabilities and stockholders’ equity..........ccone. 44,391,959 33,237,233 41,689,772 12,521,698
Working capital .......ccoeoevveineiinecnnrinereereeens 19,567,248 16,416,703 19,811,271 5,323,205

ITEM 7 - MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

This Report, and in particular the following discussion in this Item 7, contains forward-looking statements that involve risks
and uncertainties. Our actual results could differ materially from those anticipated in forward-looking statements for many
reasons - See “Cautionary Statement Regarding Forward-Looking Statements.” You should read the following discussion
with our consolidated financial statements and related notes included in Item 8 of in this Report.

Overview

On January 15, 2004, INTAC announced the shift in focus of its business plan from the traditional distribution of premium
brand wireless handsets to its new Internet joint venture, Intac Purun. On November 23, 2005, we announced the further
refinement of this shift in focus. Under the refined focus of this business segment, we will operate primarily in three business
units:

e INTAC:Mobile Telecommunications Institute,
° Educatipn Management Software Business Unit, and

*  Database Management Business Unit.

We have further expanded the capabilities of Intac Purun to encompass various integrated educational and career
development services. Intac Purun was formed in October 2003 with China Putian Corporation and the EMIC. The newly-
founded joint venture was initially owned 45% by INTAC, 15% by China Putian Corporation, 30% by a private investor
group and 10% by the EMIC. In June 2004, INTAC indirectly purchased an additional 15% interest in Intac Purun from
China Putian Corporation. This additional 15% interest brings INTAC’s total ownership in Intac Purun to 60%. INTAC’s
ownership interest in Intac Purun is held indirectly through PRC nominees.

In September 2004, INTAC indirectly formed two new, indirectly owned companies, Intac Advertising and Intac
Technology. Intac Advertising and Intac Technology are private Chinese corporations which were established to provide
advertising services and value added services in support of Intac Purun.
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In December 2004, Holdings acquired Huana Xinlong, a leading Chinese developer of management software for educational
institution administration. Huana Xinlong currently has products distributed and installed in more than 10,000 elementary
and middle schools. We will further develop enhancements to Huana Xinlong’s software for educational institution
administration, which has been designated as the standard of the China School Administration System for primary and
middle schools by the EMIC. As part of our business plan, we intend to bundle our Family — School Link Communication
System (“FSLCS”) with Huana Xinlong’s current software and system products.

Our objective in 2006 is to further expand and enhance the business prospects and opportunities afforded by our relationship
with the EMIC. We are developing an array of premium products and services which will be made available directly and
through our Internet portal business. Our Internet portal is being tailored to meet the growing demand by graduates in China
for career development products and services.

In addition, we continually evaluate investment opportunities in other business segments within China, the Asia-Pacific Rim
and, to a lesser extent, Europe. Our entry into these new business segments is contingent upon our identifying both favorable
investment opportunities and strategic partners with expertise in such business segments as well as available capital.

INTAC raised equity financing of $4.5 million in September 2003 in a private placement of common stock to an accredited
investor. In May 2004, INTAC raised an additional $12.0 million from the sale of its common stock in a private placement
to an accredited investor. Proceeds from the private placements were used to expand our Career Development Services
Segment and for general working capital purposes. INTAC filed a registration statement that registered the resale of these
shares for the purchasers.

Our revenues for the nine months ended September 30, 2005 and for the years ended December 31, 2004 and 2003 were
derived primarily from the distribution of premium brand wireless handset products to mobile communication equipment
wholesalers, agents, retailers and other distributors mainly in Hong Kong. The Company is now focused on the expansion
and maturation of its Integrated Educational and Career Development Services Segment in China and expects increases in
these types of revenue in future years. Our percentage revenue by geographic sector was:

Nine months ended

September 30, Year ended December 31,
2005 2004 2003
Europe ....coccovveninnenne 323% 6.1% ' 5.6%
ASIA e . 677% 93.9% 94.4%
Total ..cccovevirniriinenn 100.0 % 100.0% 100.0 %

Our cost of revenue — distribution business is comprised of the cost of the wireless handset products we distributed.

Our cost of revenue — career development services is comprised of the service fees paid for the provision of software training
and technological services, and the amortization charge for computer software.

Distribution expenses are principally comprised of costs attributable to the shipping and handling of our wireless handset
products, such as freight and insurance.

Product development expenses are principally comprised of costs attributable to the development, production and delivery of
our educational and career development services, such as salaries and facility costs.

Our selling, general and administration expenses are comprised of sales expenses, together with commission expense,
including commissions payable to sales staff; and general and administrative expenses, which consists primarily of
compensation and related expenses for our administrative and accounting staff, occupancy costs and legal, accounting and
consulting fees, and costs related to being a public company.

We believe that the Company will have sufficient capital for the next twelve months if we are able to collect our trade
receivables in a timely manner. However, if our customers with large trade receivable balances do not pay timely, this would
have a material adverse effect on our liquidity. With timely payment, we believe that we currently have adequate capital for
the next twelve months; however, long-term plans will require that we obtain additional financing through the issuance of
debt, equity, other securities or a combination thereof in order to take advantage of other strategic agreements and business
alliances. In addition, we may seek to obtain a working capital or other traditional loan facility from a bank or other lending
source. Unless we are able to continue to improve our career development services operating performance with which we
have limited experience, additional outside financing required to execute our long-term business plan would be difficult to
obtain on acceptable terms, if at all. As of the date of this Report, we do not have any financing arrangements, nor do we
have any commitments to obtain such an arrangement with any bank or other third party. If we raise capital by issuing equity
or convertible debt securities, the percentage ownership of our current stockholders will be reduced. Any new securities may
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have rights, preferences or privileges senior to those of our current common shareholders. There can be no assurances that we
will be able to obitain additional financing on terms which are acceptable to us.

CRITICAL ACCOUNTING POLICIES

INTAC’s discussion and analysis of its financial condition and results of operations are based upon INTAC’s consolidated
financial statements, which have been prepared in accordance with accounting principles generally accepted in the United
States. The preparation of these financial statements requires INTAC to make estimates and judgments that affect the
reported amounts of assets, liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. On
an on-going basis, INTAC evaluates its estimates based on historical experience and on various other assumptions that are
believed to be reasonable under the circumstances, the results of which form the basis for making judgments about the
carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these
estimates under different assumptions or conditions. The Company believes that of its significant accountmg policies, the
following may involve a higher degree of judgment and complexity:

¢ Revenue recognition;

* Inventory;

* . Concentration of credit risk, accounts receivable and related provision for doubtful accounts;
. Impaiﬁnent of long lived assets other than goodwill;

. Foreigﬁ cﬁrrency exchange;

*  Goodwill;

*  Product and software dévelopment expenses;

*  Research and development costs;'and

. Puxchése price allocation.

A complete description of all of our accounting policies is included in Note 1, “General and Summary of Significant
Accounting Policies” in our consolidated financial statements included in Item 8 of our annual report on Form 10-K for the
year ended December 31, 2004.

Revenue Recognition:

The Company’s revenue is derived from primarily two sources (i) integrated educational and career development services
which includes software license maintenance and support, training, consulting, and subscription revenue delivered to
customers in China and (ii) distribution revenue, which includes wireless handsets distribution mainly into Hong Kong.

Career Development Services:

The Company licenses software products including access to its student database and education materials under two and
three-year term licenses. The software licenses provide for updates to new versions if and when made available. No express
rights of return are granted. The Company sells its products and services via a direct sales force, sales agents and its Internet
portals www.phrbank.com and www.Joyba.com.

Product revenue from the license of the Company’s software products is recognized in accordance with Staff Accounting
Bulletin (“SAB”) No. 104 when persuasive evidence of an arrangement exists, the product has been delivered, the fee is fixed
or determinable, and collection of the resulting receivable is reasonably assured, and, if applicable, upon acceptance when
acceptance criteria are specified or upon expiration of the acceptance period. Maintenance and support revenue for customer
support is deferred: and recognized ratably over the service period unless it is included in the initial licénse fee, provided for
less than one year and is not a significant portion of the total license revenue. In this case, maintenance support revenue is
recognized when all revenue recognition criteria under SOP 97-2, SOP 98-9 and SAB 104 have been met. Product upgrades
and enhancement revenue is deferred and recognized ratably over the service period unless it is included in the initial license
fee and is not significant. Training and consulting revenue is recognized as services are performed and billable according to
the terms of the service arrangement. : :

The Con&paﬁy applies the provisions of Statement of Position 97-2, “Software Revenue Recognition,” (“SOP 97-2”) as
amended by Statement of Position 98-9 “Modification of SOP 97-2, Software Revenue Recognition, With Respect to Certain
Transactions” to all transactions involving the sale of all its software products.
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For all sales of software products except those completed via the Internet, the Company uses either a binding purchase order
or signed license agreement as evidence of an arrangement. For sales over the Internet, the Company uses a credit card
authorization as evidence of an arrangement.

For arrangements with multiple obligations (e.g. undelivered maintenance and support bundled with term licenses), the
Company allocates revenue to each component of the arrangement using the residual value method based on evidence of the
fair value of the undelivered elements, which is specific to the Company. The vendor specific objective evidence of fair
values for the ongoing maintenance and support obligations for term licenses are based upon the prices paid for the separate
renewal of these services by the customer or upon substantive renewal rates stated in the contractual arrangements. In this
case, maintenance support revenue is recognized when all revenue recognition criteria under SOP 97-2, SOP 98-9 and SAB
104 have been met. Vendor specific objective evidence of the fair value of other services, primarily consulting and training
services, is based upon separate sales of these services.

Subscription revenue which will be earned primarily through our Internet portal business, is recognized on a straight line
basis over the term of the service contract provided. The Company may also contract with third-party mobile operators for
the transmission of wireless short messages and subscriptions as well as for the billing and collection of service fees from
customers. Revenues are recorded as the services are provided monthly or on a per usage basis. The Company recognizes the
net amount received from the mobile operator as revenue. To date the Company has generated minimal revenue from
subscription services.

The Company’s wireless handset and automobile revenues are generally generated from a quick turn of product. The
Company recognizes revenue upon delivery of product to its customers. Products are sold “as is” and the Company does not
provide servicing of the wireless handsets or automobiles, nor does the Company receive any usage revenue from the
wireless handsets distributed.

Revenue is recognized when customers take delivery of the goods, which is taken to be the point in time where the customer
has accepted the goods and the related risks and rewards of ownership. Certain sales arrangements provide the Company the
right to receive a contingent payment based on sales made by the customers. Contingent payment revenue for these
arrangements is recognized as the cash is received.

Receipts of cash in advance of shipment or delivery are recorded as deposits received.
Inventory:

Generally, we do not maintain any inventory of wireless handsets; however, due to the timing of the inventory being received
and then being shipped to customers, we may hold inventory for a minimal time period, commonly a few days. We purchase
products only upon the receipt of an order. Once an order is received, we solicit additional orders to gain greater discounts
from suppliers. Aggregate orders are then delivered in bulk to be allocated among customers.

Inventories for wireless handsets are stated at the lower of cost and net realizable value, calculated on the first-in, first-out
basis, and are comprised of finished goods. Net realizable value is determined on the basis of anticipated sales proceeds less
estimated costs for selling expenses.

Concentration of Credit Risk, Accounts Receivable and Related Provision for Doubtful Accounts:

Financial instruments that potentially subject us to concentrations of credit risk consist principally of cash and cash
equivalents, short-term investments, and trade receivables. We are exposed to credit risks in the event of default by the
financial institutions or issuers of investments to the extent of amounts recorded on the balance sheet. We are also exposed to
credit risks in the event of non-payment by customers to the extent of amounts recorded on the balance sheet. We limit our
exposure to credit risk by performing ongoing credit evaluations of our customers’ financial condition and generally require
no collateral. We are exposed to credit risks in the event of insolvency by our customers and manage such exposure to
accounting losses by limiting the amount of credit extended whenever deemed necessary.

Impairment of Long Lived Assets other than Goodwill: We review long-lived assets for impairment when events or
changes in circumstances indicate that the carrying amount of an asset may not be recoverable. If impairment indicators are
present and the estimated future undiscounted cash flows are less than the carrying value of the long-lived assets, the carrying
value is reduced to the estimated fair value as measured by the discounted cash flows. We have not experienced any events or
changes that would indicate that the carrying amounts of any of our assets may not be recoverable.

Foreign Currency Exchange: We are subject to fluctuations in foreign currencies, as distribution business customer orders
may involve multi-currency product and delivery transactions before the sale is complete. Additionally, a period of up to
three months’ time may lapse between when an order is placed until revenue and costs are recognized and the supplier is
paid. We do not engage in hedging activities nor in the use of financial derivatives.
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The functional currencies of the Company are the People’s Republic of China Renminbi (“RMB™) and the Hong Kong dolar
(“HKS$”). The accompanying consolidated financial statements have been expressed in United States dollars, the reporting
currency of the Company.

Reported assets and liabilities of INTAC’s foreign subsidiaries have been translated at the rate of exchange at the end of each
reporting period. Revenues and expenses have been translated at the weighted average rate of exchange in effect during the
respective reporting period. Gains and losses resulting from translation are accumulated in other comprehensive income
(loss) in stockholders’ equity.

Realized and unrealized gains (losses) on currency transactions between foreign entities are included in other income
(expense) in the statements of operations.

Goodwill: We assess the carrying value of goodwill annually and when factors are present that indicate an impairment may
have occurred. Goodwill is considered impaired and a loss is recognized when its carrying value exceeds its implied fair
value. We may use a number of valuation methods including quoted market prices, discounted cash flows and revenue
multiples to determine fair value. The carrying value of goodwill amounted to $12,858,790 and $12,777,790 as of
September 30, 2005 and December 31, 2004, respectively. No impairment charge has been made.

Factors that we consider important which could trigger an impairment review include the following:
* significant underperformance relative to expected historical or projected future operating results;
*  significant changes in the manner or use of the acquired assets or the strategy for our overall business;
* significant negative industry or economic trends;
. signiﬁ(%ant decline in stock price for a sustained period; and

*  our market capitalization relative to net book value.

If we determine that the carrying value of identifiable intangibles and goodwill may not be recoverable based upon the
existence of one or more of the above indicators of impairment, we assess whether the carrying value of the asset is greater
than the undiscounted future operating cash flow of the acquired operations. Any impairment is measured based on a
projected discounted:cash flow method using a discount rate reflecting our average cost of funds.

Product and Software Development Expenses: Product and software development expenses primarily include payroll and
other employee benefit costs. For software to be marketed or sold, financial accounting standards require the capitalization
of development costs after technological feasibility is established. Due to the relatively short period between technological
feasibility and the completion of product development, the insignificance of related costs and the immaterial nature of these
costs, we generally do not capitalize software development costs. All products and software development costs are expensed
when incurred. Research and development costs to date have not been material.

Purchase Price Allocations: We account for our acquisitions using the purchase method of accounting. This method
requires that the acquisition cost be allocated to the assets and liabilities we acquired based on their fair values. We make
estimates and judgments in determining the fair value of the acquired assets and liabilities. We base our determination on
independent appraisal reports as well as our internal judgments based on the existing facts and circumstances. If we were to
use different judgments or assumptions, the amounts assigned to the individual assets or liabilities could be materially
different. '

RESULTS OF OPERATIONS FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2005 AND 2004 AND THE
YEARS ENDED DECEMBER 31, 2004 AND 2003

We have changed our fiscal year-end from December 31 to September 30. As a result of this change, we have prepared
financial statements for the nine-month transition period ended September 30, 2005. Accordingly, the following discussion of
results of operations will compare the audited balances for the nine months ended September 30, 2005 to'the unaudited
balances for the nine months ended September 30, 2004 as noted below.

The following table summarizes the operating results for the nine months ended September 30, 2005 and 2004 and the years
ended December 31, 2004 and 2003 and should be read in conjunction with the audited consolidated financial statements and
related notes contained herein.
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Nine Months Ended September 30, Year Ended December 31,

2005 2004 2004 2003

Revenue

Distribution bUSINESS .......eovveevveiriererieeieireeenrenas $ 57,019,701 $ 64,406,408 §$ 111,025,925 $ 91,353,172

Career development SEIrvices ....cccvvevivvnrriereninens 4,218,779 58,975 4,231,076 —
TOtAl FEVEIUES...oivvivienieeeceiereieecreenseeeerrereeneeereecnenes 61,238,480 64,465,383 115,257,001 91,353,172
Cost of revenue

Distribution bUSInESS ........cccccvvrvieriireereneeseirerenneens 54,244,331 59,415,086 101,831,520 87,852,546

Career development SErvices ....cvcveevevevenins i 1,039,299 ‘ — 1,233,490 —
Total cost Of TEVENMUE .....ocovvviiiiiveeececreceecere e 55,283,630 59,415,086 © 103,065,010 87,852,546
Gross Profit...cccrcrrrer e 5,954,850 5,050,297 12,191,991 3,500,626
Operating expenses (income) :

Product development .........coorvevrcerirscornciencns 2,660,793 1,121,219 1,819,501 —

Distribution eXPenses........cecvvevercrrirvereeenierisencns 507,761 647,594 757,314 1,014,673

Selling, general and administrative expenses ....... 4,765,585 2,493,334 3,354,956 2,768,750

Gain on sale 0f @SSEtS...ovvivnriiriercincncinecce e (383,933) — — —
Total operating eXpenses, Net.......c..ccovevrrermreermecnneen. 7,550,206 4,262,147 5,931,771 3,783,423
Income (108s) from Operations ............c.ocvervvreerrenee (1,595,356) 788,150 6,260,220 (282,797)
Total other income (EXPenses)...c..ccovvrveeveevererrennns (3,938) " 516,825 488,124 43,601
Income (loss) before income taxes .....coceverrrieeerennne (1,599,294) 1,304,975 6,748,344 (239,196)
INCOIME LAXES 1.vevviirrerierisiieirniesse e reesrenaes st seareae e (132,912) (330,646) 931,847 —
Net Income (1088)...covvrveirmeireirieieneerenrie e $ (1,466,382) § 974,329 § 5816497 $  (239,196)

Career Development Services Revenue: Revenue increased by $4.16 million to $4.22 million for nine months ended
September 30, 2005, from $58,975 for the same period in 2004. Revenue for the year ended December 31, 2004 was $4.2
million as compared to zero for the year ended December 31, 2003. The new revenue during the nine months ended
September 30, 2005 and the year ended December 31, 2004 results from the change in focus of the Company’s business plan
from the traditional distribution business to its career development services, and primarily consisted of revenues from sales of
our education administration software. We expect career development and training services revenue to grow during the
remainder of 2005 and throughout 2006.

Distribution Business Revenue: Revenue decreased by $7.4 million, or 11.5%, to $57.0 million for the nine months ended
September 30, 2005, from $64.4 million for the same period in 2004. The decrease in revenue for the nine months is due to
our reduced focus from the distribution business to career development services and from increased competition in the
wireless handset distribution industry in China. Additionally, while demand for cell phones has increased consistently, the
number of distributors has also increased to meet this demand. The increase in Chinese cellular phone manufacturers has
negatively impacted our revenue where we have traditionally dealt with large, international manufacturers who have higher
manufacturing costs. We expect distribution business revenue to remain relatively constant throughout 2006.

Revenue increased by $19.6 million, or 21.5%, to $111.0 million for the year ended December 31, 2004, from $91.4 million
for the same period in 2003, The increase in revenue is due to an increase in average sales prices and increased sales volume.
Changing technology and new customers enabled the Company to continue the substantial growth during 2004.

Career Development Services Gross Profit: Gross profit was $3.2 million and $58,975 for the nine months ended
September 30, 2005 and 2004. This generated a gross margin of 75.4% and 100% for the nine month periods ended
September 30, 2005 and 2004. Gross profit was $2,997,586, or 70.1% for the year endéd December 31, 2004 as compared to
zero for the same period in 2003. This new gross margin is due to the change in focus of the Company’s business plan from
the traditional distribution business to its career development services, and primarily consisted of gross profit from sales of
our education administration software. We expect margins to remain high due to the nature of this service business. Unlike
the distribution business which has product costs in cost of revenue, our career development services’ cost of revenues does
not have these product costs and therefore produce higher margins.

Distribution Business Gross Profit: Gross profit decreased by $2.2 million to $2.7 million for the nine months ended
September 30, 2005, from $4.9 million for the same period in 2004 and the gross margin decreased by 2.8% to 4.9% for the
nine months ended September 30, 2005, from 7.7% for the same period in 2004. The decrease in gross profit is due to lower
sales volume resulting from increased competition in the wireless handsets distribution industry in China and lower gross
margins. The decrease in gross margin is caused by pricing pressures from increased competition, partially offset by volume
incentive rebates from a major supplier in the amount of $1,085,220 and $1,693,720 received in the third and second quarter
of fiscal 2005, respectively.
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Gross profit increased by $5.7 million to $9.2 million for the year ended December 31, 2004, from $3.5 million for the same
period in 2003. The gross margin increased by 4.5% to 8.3% for the year ended December 31, 2004 from 3.8% for the same
period in 2003. The increase was due to the focus on higher margin wireless handset products, an increased sales volume
during 2004 and the volume incentive rebate from a major supplier in the amount of $1,904,357, partially offset by the
continuing negative impact of the increasing strength of the Euro with which the majority of inventory purchases are made
and a decrease 0of'$263,643 to $489,755 for the premium received from a major customer in December 2004, from $753,398
for the same period in 2003.

Operating Expenses (Income): Product development expense was $2.7 million for the nine months ended September 30,
2005, as compared to $1.1 million for the nine months ended September 30, 2004. For the year ended December 31, 2004,
product development expense was $1.8 million as compared to zero for the same period in 2003. Product development
expense is principally comprised of costs directly attributable to the development, production and delivery of our career
development services, such as salaries and facility costs. These costs continue to increase due to the change in focus of the
Company’s business plan from the traditional distribution business to its career development services. The increase in
product development costs was primarily due to higher salaries and other employee costs as the career development segment
expands. We expect tc} continue to incur significant product development costs in future years.

Distribution expenses decreased by $139,833 or 21.6%, to $507,762 for the nine months ended September 30, 2005, from
$647,594 for the same period in 2004, and decreased as a percentage of distribution revenue to 0.9% in 2005 from 1.0% in
2004. Distribution expenses are principally comprised of costs attributable to the shipping and handling of our wireless
handset products, such'as salaries and facility costs. These costs decreased due to averall price decreases from common
carriers because of a more competitive climate.

For the year ended December 31, 2004, distribution expenses decreased by $257,359, or 25.4%, to $757,314 from
$1.0 million for the same period in 2003, and as a percentage of distribution revenue, decreased to 0.7% in 2004 from 1.1%
in 2003. These costs decreased due to overall price decreases from common carriers.

Selling, general and administrative expenses increased by $2.3 million to $4.8 million for the nine months ended

September 30, 2003, from $2.5 million for the same period in 2004, and increased as a percentage of revenue to 7.8% in 2005
from 3.9% in 2004. This overall increase in total expense has been primarily due to the acquisition of Huana Xinlong, the
increased business activity related to our career development services and increased costs associated with being a public
company, including Sarbanes-Oxley compliance. Specifically, for the nine months ended September 30, 20053, the significant
components of the overall cost increase are $1.6 million that relates to increased professional, legal and audit costs, $307,670
that relates to increased salary and staff costs, partially offset by a $341,000 decrease in business development costs. With
the change in focus iof the Company’s business plan, these funds are now directed towards the development of products and
services in the career development and training services segment.

The increases in prdfessional fees related to Sarbanes-Oxley compliance and maintaining the Company’s listing on the
Nasdaq small cap market. These costs are expected to increase with the Company’s continued public entity compliance
related matters.

Selling, general and administrative expenses for the year ended December 31, 2004 increased by $586,206,-0or 21.2%, to
$3.4 million from $2.8 million for the same period in 2003, and as a percentage of total revenue, decreased to 2.9% in 2004
from 3.1% in 2003. This overall increase in total expense was primarily due to the creation of the career development |
services business and Internet joint venture, Intac Purun, in October 2003 and the acquisition of Hunan Xinlong in
December 2004, Specifically, for the year ended December 31, 2004, the significant components of the overall cost increase
are $174,000 that relates to increased salary and staff costs, $208,000 that relates to increased promotion and business
development costs, $257,000 that relates to increased professional and banking services, and offset by $35,000 that relates to
decreased rents and occupancy costs and $18,000 that relates to a decrease in equipment costs.

Gain on sale of assets relates to a gain recognized on the sale of software which was developed for Intac Purun s internal use
but subsequently sold to a third party.

We anticipate that our operating expenses will increase in future periods as we increase sales and marketing operations for
our Career Development and Training Services segment. We also anticipate an increase in fiscal 2006 as we continue to
address compliance related matters.

Income (loss) from operanons Loss from operations was $1.5 million for the nine months ended September 30, 2005, as
compared to income from operations of $788,150 for the same period in 2004. The decline in income from operations is
primarily due to lower distribution gross margins due to increased competition and higher selling, general and administrative
and product development costs discussed above, partially offset by improved career development services gross margins and
the gain on sale of assets..
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Income from operations was $6.3 million for the year ended December 31, 2004, as compared to a loss from operations of
$282,797 for the same period in 2003. The improvement in income (loss) from operations was primarily due to the Career
Development Services Segment and the increase in revenue and improved gross profit margins in the distribution business.
The most significant reason for the operating loss in 2003 was the start-up costs associated with our Career Development
Services Segment without accompanying revenues.

Other income (expenses): Foreign currency exchange loss was $10,891 for the nine months ended September 30, 2003, as
compared to a gain of $112,865 for the same period in 2004. The foreign exchange loss in 2005 was due to normal timing
differences associated with fluxuations in the Euro. The large gain in the first nine months of 2004 was due to a gain
associated with the settlement of an intercompany balance with a subsidiary that was sold during that year.

For the year ended December 31, 2004, foreign currency exchange gain was $112,685, as compared to a loss of $9,440 for
the same period in 2003. The gain in 2004 was due to the translation gain noted above.

Net income (loss): Net loss for the nine months ended September 30, 2005 was $1.5 million, as compared to a net income of
$974,329 for the nine months ended September 30, 2004. The decline was primarily due to lower distribution gross margins
and higher selling, general and administrative and product development costs discussed above, partially offset by the
improved career development services gross margins and the gain on sale of assets.

Net income was $5.8 million for year ended December 31, 2004, as compared to a net loss of $239,196 for the same period in
2003. The improved net income was primarily due to the Career Development Services Segment and the increase in revenue
and improved gross profit margins in the distribution business. However, the most significant reason for the net loss in 2003
was the start-up costs associated with our Career Development Services Segment without accompanying revenues.

Liquidity and Capital Resources

As of September 30, 2005 and December 31, 2004, INTAC maintained cash of $2,635,868 and $5,532,928, respectively.
The Company measures liquidity through working capital (measured by current assets less current liabilities). As of
September 30, 2005 and December 31, 2004, INTAC maintained working capital of $19,567,248 and $19,811,271,
respectively. .

Although there is a significant amount of working capital as of September 30, 2005, a substantial amount is tied up in trade
accounts receivables and may not all necessarily be readily available to satisfy short-term obligations. Our Distribution
Segment business model has historically relied on customers paying on a cash basis. However, in the last two years certain
of our major customers were granted credit terms as these customers began to move away from paying on a cash basis.
Within our Distribution Business segment, a large portion of trade accounts receivable is attributable to our largest customer
— Mr. Lam, from whom we derived approximately 53% of our revenue during the nine months ended September 30, 2005
and year ended December 31, 2004. The amount of the receivable balance with this customer has increased over time.
Accordingly, we have entered into an installment payment plan agreement with Mr. Lam to pay his current balance due over
a period of nine months with monthly payments in the amount of $1.7 million due each month commencing in

November 2005. The first payment in accordance with this agreement was received in November 2005 in the amount of $1.7
million. As part of this installment payment plan agreement, we have agreed that all future sales to Mr. Lam are due and
payable within 45 days. The volume of sales in our Distribution Business segment relies on our keeping Mr. Lam as a
customer.

Additionally, our Career Development Services trade receivable balance has increased in 2005 to $5.8 million. The increase
relates primarily to Huana Xinlong and the sale of educational software to school districts within China. These school
districts pay for their software purchases using funds supplied by the Chinese government. Historically, this funding has
taken many months, which is typical of the business process in China. As of September 30, 2005, approximately $3.0 million
of our trade receivable balance relates to sales of educational software completed before December 31, 2004. We believe
these accounts to be fully collectible; however, the timing of the collections cannot be estimated with certainty.

We believe that the Company will have sufficient capital for the next twelve months if we are able to collect our trade
receivables in a timely manner. However, if Mr. Lam does not timely pay or if the Chinese government does not fund our
school district customers in a reasonable amount of time, it could have a material adverse effect on our liquidity. With timely
payment, we believe that we currently have adequate capital for the next twelve months; however, long-term plans will
require that we obtain additional financing through the issuance of debt, equity, other securities or a combination thereof in
order to take advantage of other strategic agreements and business alliances. In addition, we may seek to obtain a working
capital or other traditional loan facility from a bank or other lending source. Unless we are able to continue to improve our
career development and training services operating performance with which we have limited experience, additional outside
financing required to execute our long-term business plan would be difficult to obtain on acceptable terms, if at all. As of the
date of this Report, we do not have any financing arrangements, nor do we have any commitments to obtain such an
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arrangement with any bank or other third party. If we raise capital by issuing equity or convertible debt securities, the
percentage ownership of our current stockholders will be reduced. Any new securities may have rights, preferences or
privileges senior to those of our current common shareholders. There can be no assurances that we will be able to obtain
additional financing on terms which are acceptable to us.

For the nine months ended September 30, 2005, cash used in operating activities totaled $3.3 million. The use of funds was
primarily due to the net loss as described above and an increase in trade and other accounts receivable, inventory, foreign
sales tax receivable and a decrease in other liabilities and deferred revenue, partially offset by an increase in trade accounts
payable. For the nine months ended September 30, 2004, cash used in operating activities totaled $4.1 million. The use of
funds was primarily due to an increase in trade receivables and a decrease in trade accounts payable, partially offset by net
income.

For the nine months ended September 30, 2005, cash provided by investing activities amounted to $431,863 due to the sale of
other assets and collection of a short term note receivable, partially offset by the purchase of property and equipment. For the
nine months ended September 30, 2004, cash provided by investing activities amounted to $2.0 million due primarily to the
deposit of $2.8 million in restricted cash.

For the nine months ended September 30, 2005, cash provided by financing activities amounted to $997 due to a small
increase in borrowings from a shareholder. For the nine months ended September 30, 2004, cash provided by financing
activities amounted to $7.8 million due primarily to the issuance of common stock partially offset by the investment in
INTAC Purun.

Trade accounts receivable increased by $5.4 million to $21.0 million at September 30, 2005 compared to $15.6 at

December 31, 2004.- The increase relates primarily to the increase in the account of our largest distribution business
customer and Huana Xinlong and its sale of educational software to school districts within China. As of September 30, 2005,
approximately $3.0 million of our trade receivable balance relates to educational software sales completed before

December 31. 2004. We believe these accounts to be fully collectible; however, the timing of the collections cannot be
estimated with certainty. o

Inventories increased by $841,251 to $1,158,641 at September 30, 2005 compared to $317,390 at December 31, 2004. The
balance relates primarily to wireless handsets which will be subsequently sold in the first quarter of fiscal year 2006. This
and the increase in trade and other accounts receivable were partially funded by an increase in the accounts payable balance
of $4.6 million to $5.9 million at September 30, 2005 compared to $1.3 million at December 31, 2004.

Property and equipment, net, and purchased software, decreased by $119,846 and $566,862, respectively, to $1,547,863 and
$1,409,460 at September 30 2005 compared to $1,667,709 and $1,216,993 at December 31, 2004. These decreases were due
to normal depreciation of fixed assets. We do not expect our purchases of property and equipment to change materially in
fiscal 2006.

Commitments and Contingencies

Liabilities for loss contingencies arising from claims, assessments and litigation and other sources are recorded when it is
probable that a liability has been incurred and the amount of the assessment can be reasonably estimated. In the opinion of
management, after consultation with legal counsel, there are no claims, assessments and litigation against the Company.

Contractual Obligations

The Company’s contractual obligations as of September 30, 2005, are summarized below and relate to lease commitments
under non-cancelable operating leases of the Company’s office facilities:

Year ending September 30,

D006 ..ot ettt et e bt erre s et eb e s bt e e sereseserbe s s tr e s et tnesananreenae $ 270,788
007 oottt ettt — e rt e e b et e s bt et r s e her e et bt s o teseshareear et e s neeaeriree 238,527
2008 ettt e e e ettt b e —e e s r s e s bttt b e et et bt e nate s e bataerabtestneeneranee 42,498
2009 e ettt e ettt bttt rar e neeresaneeereentreneeeereean —
2010 ittt ettt e r s et e e ab et e et be et e e ta s sebee e e bbeaeraraesbeseerinee —
B 0TS (=04 1~ TR TSRO TRPUPTORURTRRINY —

$ 551,813

The acquisition consideration issued by the Company in the December, 2004 acquisition of Huana Xinlong consisted of up to
2,000,000 shares of Company common stock, including 1,000,000 shares issued on closing and up to an additional 1,000,000
shares contingent on achieving net income of $13 million during the thirteen month period ending December 31, 2005.
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INTAC will issue a lesser-number of shares on a pro rata basis in the event net income is less than $13 million for this period.
The Company agreed to file a registration statement to register these shares within 90 days after the closing of the
acquisition, which filing deadline was subsequently verbally extended indefinitely.

Included as part of the obligation assumed in the acquisition of Huana Xinlong, is a commitment to complete the required
capitalization of that company in accordance with PRC laws and regulations. A total of $1.6 million must be invested in
Huana Xinlong by February 26, 2006 to complete the PRC capitalization requirements.

Off — Balance Sheet Arrangements

The Company has no off-balance sheet arrangements that have had, or are reasonably likely to have, a current or future effect
on the Company’s financial condition, changes in financial condition, revenues or expenses, results of operations, liquidity,
capital expenditures or capital resources that is material to investors.

RECENT ACCOUNTING PRONOUNCEMENTS

In December 2004, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting
Standards (“SFAS”) No. 123R, “Share-Based Payment.” SFAS No. 123R is a revision of SFAS No. 123, “Accounting for
Stock Based Compensation,” and supersedes APB Opinion No. 25. Among other items, SFAS No. 123R eliminates the use
of APB 25 and the intrinsic value method of accounting, and requires companies to recognize the cost of employee services
received in exchange for awards of equity instruments, based on the grant date fair value of those awards, in the financial
statements. The effective date of SFAS No. 123R for the Company is the beginning of fiscal 2006. SFAS No. 123R permits
companies to adopt its requirements using either a “modified prospective” method, or a “modified retrospective” method.
Under the “modified prospective” method, compensation cost is recognized in the financial statements beginning with the
effective date, based on the requirements of SFAS No. 123R for all share-based payments granted after that date, and based
on the requirements of SFAS No. 123 for all unvested awards granted prior to the effective date of SFAS No. 123R. Under
the “modified retrospective” method, the requirements are the same as under the “modified prospective” method, but also
permits entities to restate financial statements of previous periods, either for all prior periods presented or to the beginning of
the fiscal year in which the statement is adopted, based on previous pro forma disclosures made in accordance with SFAS
No. 123. The Company has not yet determined which of the methods it will use upon adoption.

The Company currently utilizes the Black-Scholes option pricing model to measure the fair value of stock options granted to
employees. While SFAS No. 123R permits entities to continue to use such a model, it also permits the use of a “lattice”
model. The Company expects to continue using the Black-Scholes option pricing model upon adoption of SFAS No. 123R to
measure the fair value of stock options. The adoption of this statement will have the effect of reducing net income and
income per share or increasing net loss and net loss per share as compared to what would be reported under the current
requirements. These future amounts cannot be precisely estimated because they depend on, among other things, the number
of options issued in the future, and accordingly, the Company has not determined the impact of adoption of this statement on
its results of operations.

SFAS No. 123R also requires that the benefits associated with the tax deductions in excess of recognized compensation cost
be reported as a financing cash flow, rather than as an operating cash flow as required under current literature. This
requirement will reduce net operating cash flows and increase net financing cash flows in periods after the effective date.
These future amounts cannot be estimated, because they depend on, among other things, when employees exercise stock
options.

ITEM 7A - QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
FOREIGN CURRENCY EXCHANGE RATE RISK '

We may be affected by fluctuations in the translation of foreign currency. Currently, our primary currency risk arises from
our purchase of inventory and distribution of products in different geographic regions with constantly changing relative
exchange rates. As the cycle between our purchases and ultimate resale of the inventory lengthens, our risks of foreign
currency changes will increase. Most of our banking accounts are held in Euros and Hong Kong dollars, and significant
changes in the exchange ratios of these currencies to the markets in which we purchase and sell inventory could affect our
ability to operate in those markets. We do not use any derivative financial instruments to mitigate any of our currency risks.
We do not currently have any credit facilities and therefore we are not subject to any risks associated with interest rate
changes.

ITEM 8 - FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The information required by this Item 8 is set forth in the Company’s Consolidated Financial Statements and Notes thereto
beginning at page F-1 of this Report and incorporated herein by reference.
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ITEM 9 - CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.
ITEM 9A - CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

Our Chief Executive Officer and Chief Financial Officer, after evaluating the effectiveness of our “disclosure controls and
procedures” (as defined in the Securities Exchange Act of 1934 Rules 13a-15(e) or 15d-15(e)) as of the end of the period
covered by this report (the “Evaluation Date”), have concluded that, as of the Evaluation Date, our disclosure controls and
procedures were ineffective because of the material weaknesses discussed below. Disclosure controls and procedures are
controls and other procedures designed to ensure that information required to be disclosed in our reports filed or submitted
under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported within the time periods.specified
in the Securities and Exchange Commission’s rules and forms and include, without limitation, controls and procedures
designed to ensure that information we are required to disclose in such reports is accumulated and communicated to
management, including our Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions
regarding required disclosure. '

Management’s Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting as defined
in Rules 13a-15(f) or 15d-15(f) under the Securities Exchange Act of 1934. The Company’s internal control over financial
reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles.
Internal control over financial reporting includes those written policies and procedures that:

*  pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the Company;

*  provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statemerits in accordance with generally accepted accounting principles, and that receipts and expenditures of
the Company are being made only in accordance with authorizations of management and directors of the
Company; and

¢  provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of the Company’s assets that could have a material effect on the consolidated financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

An internal control material weakness is a significant deficiency, or aggregation of deficiencies, that results in a more than
remote likelihood that a material misstatement in annual or interim financial statements will not be prevented or detected on a
timely basis by employees in the normal course of their work. An internal control significant deficiency, or aggregation of
deficiencies, is a deficiency that results in a more than remote likelihood that a misstatement in annual or interim financial
statements is more than inconsequential.

Our management assessed the effectiveness of the Company’s internal control over financial reporting, as defined in
Securities Exchange Commission Act Rule 13a-15(f) as of September 30, 2005, and this assessment identified the following
material weaknesses in the company’s internal control over financial reporting:

1. Deficiencies existed in our information technology (“*IT”) environment due to inadequate procedures and controls
which, when considered in the aggregate, constitute a material weakness over financial reporting. These
deficiencies included: general design deficiencies that were not risk based, IT entity level controls, general computer
controls, spreadsheet controls, segregation of duties controls, and physical security controls.

2. Deficiencies existed in the lack of certain established policies and procedures including the areas of expense and
accounts payable accruals, and capitalization of software development costs, which constitute material weaknesses
over financial reporting. The Company did not have adequate procedures and controls to ensure that: (i) expense
reimbursements and accounts payable accrual policies are being consistently followed and the review by
management is being evidenced, and (ii) software development costs are being properly recorded and the review by
management is being evidenced. '
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3. Deficiencies existed in INTAC Deutschland GmbH, our Germany subsidiary, in relation to certain key financial
cycles, including financial reporting, inventory, revenue and expenses; however, remediation efforts were
successfully completed and controls established as of September 30, 2005. Management was successful in testing
these newly established controls; however, these controls were in place for only one month prior to year end. Due to
having only one month of activity to test these controls, management is unable to conclude as to the effectiveness of
these controls, and thus considers these controls a material weakness over financial reporting.

In making its assessment of internal control over financial reporting, management used the criteria issued by the Committee
of Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control-—Integrated Framework. Because of
the material weaknesses described in the preceding paragraphs, management believes that, as of September 30, 2005, the
Company’s internal control over financial reporting was not effective based on those criteria.

Since the discovery of the material weaknesses in internal controls described above, management is strengthening the
Company’s internal controls over financial reporting and has taken various actions to improve our internal controls including,
but not limited to the following:

1. Remediation efforts were initiated within the Company’s information technology “IT” area to address the design
deficiencies discovered during testing. We have engaged an outside consulting firm to help the Company
implement controls and procedures required to address the deficiencies noted as of September 30, 2005 and then to
test our remediation efforts in the information technology area by the end of the second quarter of fiscal 2006.

2. Management is developing new policy and procedures and reviewing existing policy and procedures in the areas of
expense and accounts payable accruals and capitalization of software development costs. These policies will be
implemented by the end of the second quarter of fiscal 2006.

3. Management believes that effective controls have been implemented at our German subsidiary due to successful
remediation efforts and testing in fiscal 2005. Subsequent testing is expected by the end of the second quarter of
fiscal 2006 to confirm that the fiscal 2005 remediation efforts were successful and that effective controls are in place
and continue to operate effectively at our German subsidiary.

Because of the material weaknesses described above, management has concluded that the Company’s internal control over
financial reporting was not effective as of September 30, 2005 based on the criteria in the Internal Control — Integrated
Framework issued by COSO. Management’s assessment of the effectiveness of the Company’s internal contro! over
financial reporting as September 30, 2005 has been audited by KBA Group LLP, an independent registered public accounting
firm. This report appears as page F-3 of this annual report on Form 10-K.

Changes in Control Over Financial Reporting

After discovering material weaknesses in internal controls over financial reporting in the areas of policy and procedures, IT
and our German subsidiary, there were changes made in our internal controls over financial reporting during our third fiscal
quarter ended September 30, 2005 to address the material weaknesses identified. These changes in our internal control over
financial reporting were designed to remediate the deficiencies noted during fiscal 2005 testing. Subsequent testing is
expected by the end of the second quarter of fiscal 2006 to confirm the success of our remediation efforts in fiscal 2005 and
to confirm that effective controls are in place and continue to operate as designed.

ITEM 9B - OTHER INFORMATION
None
PART III
ITEM 10 - DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information required by Items 401, 405 and 406 of Regulation S-K in response to this Item 10 is set forth in the
Company’s definitive proxy statement for its annual meeting of stockholders and is incorporated herein by reference.

We have adopted a Code of Conduct and Ethics applicable to all employees, including the principal executive officer,
principal financial officer, principal accounting officer and controller. Qur Code of Ethics is posted on our website,
www .intac-international.com.cn.

ITEM 11 - EXECUTIVE COMPENSATION

The information required by Item 402 of Regulation S-K in response to this Item 11 is set forth in the Company’s definitive
proxy statement for its annual meeting of stockholders and is incorporated herein by reference.
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ITEM 12 - SECURI’I‘Y OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth information with respect to INTAC’s equity compensation plans, as of September 30, 2005,
under which equity securities of INTAC are authorized for issuance.

Number of securities
remaining available for

future
Number of securities to be issuance under equity
issued upon exercise of Weighted-average exercise compensation plans
outstanding options, price of outstanding (excluding securities
warrants options, reflected
Plan Category and rights warrants and rights in the second column)
Equity compensation
plans approved by
security holders............. 600,000 $ 6.80 1,900,000
Equity compensation
plans not approved by
security holders(1) ........ — — —
Total.ovveiirerereniceccree, 600,000 $ 6.80(2) 1,900,000
(1) As an inducement to his employment with the Company, Mr. Damell was awarded, on July 29, 2002, an agreement

whereby, upon the occurrence of certain vesting dates, he would receive 200,000 shares of the Company’s common
stock. This award vests in three equal annual installments on the first three anniversary dates from the date of grant,
As of fiscal year end 2005, Mr. Darnell had been issued 200,000 shares of the Company’s common stock.

2) The weighted-average exercise price does not take into account Mr. Darnell’s stock award.

The information requ1red by Item 403 of Regulation S-K in response to this Item 12 is set forth in the Company’s definitive
proxy statement for its annual meeting of stockholders and is incorporated herein by reference.

ITEM 13 - CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information requlred by Item 404 of Regulation S-K in response to this Item 13 is set forth in the Company s definitive
proxy statement for its annual meeting of stockholders and is incorporated herein by reference.

ITEM 14 - PRINCIPAL ACCOUNTING FEES AND SERVICES

The information requlred by Item 9(e) of Schedule 14A in response to this Item 14 is set forth in the Company’s definitive
proxy statement for its annual meeting of stockholders and is incorporated herein by reference.

PART IV
ITEM 15 - EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a)(1) Index to Consolidated Financial Statements

Please see the accompanying Index to Consolidated Financial Statements which appears on page F-1 of this report. The
Reports of Independent Registered Public Accounting Firm, Consolidated Financial Statements and Notes to Consolidated
Financial Statements which are listed in the Index to Consolidated Financial Statements and which appear beginning on
page F-2 of this report are included in Item 8§ above.

(a)(2) Financial Statement Schedule -

Financial Statement Schedules have been omitted because the information required to be set forth therein is not applicable or
is included in the Consolidated Financial Statements or notes thereto.

(a)(3) The exhibits to this report are listed on the Index to Exhibits following the signature pages of this report.
(b)  Exhibits.
See the Exhibit Index following the signature pages of this report.
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(¢) Financial Statement Schedule

See the description under Item 15.(a)(2) above.

(Remainder of this page has been left blank intentionally.)
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused
this Report to be signed on its behalf by the undersigned, thereunto duly authorized.

Date: December 16, 2005 INTAC INTERNATIONAL, INC.

By: /s/ WEI ZHOU

Wei Zhou, President, Chief Executive
Officer and Director (Principal
Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the following
persons on behalf of the Registrant and in the capacities and on the dates indicated.

KNOW ALL MEN BY THESE PRESENTS, that each person whose signature appears below hereby constitutes and
appoints Wei Zhou and J. David Darnell, and each of them, his true and lawful proxies, attorneys-in-fact and agents, with full
power of substitution and resubstitution, for him and in his name, place and stead, in any and all capacities, to (i) act on, sign
and title with the SEC any and all amendments to this Annual Report on Form 10-K, together with all exhibits thereto,

(ii) act, sign and file such certificates, instruments, agreements and other documents as may be necessary or appropriate in
connection therewith, and (iii) take any and all actions which may be necessary or appropriate in connection therewith,
granting unto such agents, proxies and attorneys-in-fact, and each of them and his and their substitute or substitutes, full
power and authority to do and perform each and every act and thing necessary or appropriate to be done iri connection
therewith, as fully for all intents and purposes as he might or could do in person, hereby approving, ratifying and confirming
all that such agents, proxies and attorneys-in-fact, any of them or any of his or their substitute or substitutes may lawfully do
or cause to be done by virtue hereof.

Name Title Date

/s/f WEI ZHOU President, Chief Executive Officer and December 16, 2005
Director (Principal Executive Officer)

Wei Zhou
/s/ J. DAVID DAR}NELL Senior Vice President & Chief Financial Officer December 16, 2005
and Director (Principal Financial and
Accounting Officer)
J. David Damell
/s/ Theodore P. Botts Director December 16, 2005
Theodore P. Botts
/s/ KEVIN K. JONES ' Director December 16, 2005
Kevin K. Jones
/s/ DR. HEINZ-GERD STEIN Director December 16, 2005
Dr. Heinz-Gerd Stein
/s LARRIE A. WEIL Director December 16, 2005

Larrie A. Weil
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Exhibits

INDEX TO EXHIBITS

Description

2.1

2.2
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3.131)

3.2(i)

10.1

10.2

10.3

104

10.5

10.6

10.7

10.8

10.9

10.10

Agreement and Plan of Reorganization, dated October 13, 2001, by and between Commodore Minerals, Inc.,
INTAC Holdco Corp., Wei Zhou and Yip Yin Kwan (filed as Exhibit 2.1 to Current Report on Form 8-K dated
October 13, 2001, filed with the Commission on October 30, 2001 (the “Reorganization Form 8-K™) and
incorporated herein by reference).

Stock Purchase Agreement, dated Septembef 28,2001, by and between Wei Zhou and Grayson Hand (filed as
Exhibit 2.2 to Reorganization Form 8-K and incorporated herein by reference).

Stock for Stock Exchange Agreement, dated December 31, 2004, by and among INTAC International, Inc. and
Forever Sino International Limited (filed as Exhibit 2.1 to Current Report on Form 8-K, filed with the Commission
on January 5, 2005 and incorporated herein by reference).

Amended and Restated Articles of Incorporation (filed as Exhibit 3.1 to Current Report on Form 8-K/A dated
October 13, 2001, filed with the Commission on December 26, 2001 and incorporated herein by reference).

Amended and Restated Bylaws (filed herewith).

Employment Agreement by and between Cémmodore Minerals, Inc. (predecessor to the Registrant) and Wei Zhou
dated as of October 16, 2001 (filed as Exhibit 10.5 to the Reorganization Form 8-K and incorporated herein by
reference).

INTAC International, Inc. 2001 Long Term Incentive Plan (filed as Exhibit 4.1 to Form S 8 dated April 30, 2004,
filed with the Commission on May 4, 2004 and incorporated herein by reference).

Lease agreement by and between INTAC International Holdings, Ltd. and Realty Star Development Limited dated
March 13, 2002 (filed as Exhibit 10.7 to Form 10-QSB for the quarter ended March 31, 2003, filed with the
Commission on May 20, 2002 and incorporated herein by reference).

Employment Agreement by and between the Registrant and J. David Damell dated as of June 11, 2002 (filed as
Exhibit 10.1 to Form 10-QSB for the quarter June 30, 2002, filed with the Commission on August 20, 2002 and
incorporated herein by reference).

Restricted Stock Agreement between the Registrant and J. David Darnell dated July 29, 2002 (filed as Exhibit 4.2
to Form S-8 dated April 30, 2004, filed with the Commission on May 4, 2004 and incorporated herein by
reference).

T-Mobile agreement (a translation of which was also filed) (filed as Exhibit 10.3 to Form 10-KSB for the fiscal
year ended December 31, 2002, filed with the Commission on March 28, 2003 and incorporated herein by
reference).

Joint Venture Agreement for the establishment of Beijing INTAC Purun Educational Development Ltd by and
among EMIC of the Ministry of Education P.R.C., China Putian Corporation and INTAC International Inc. (filed
as Exhibit 10.4 to Form 10-QSB for the quarter ended September 30, 2003, filed with the Commission on
November 14, 2003 and incorporated herein by reference).

Subscription and Investment Representation Agreement, dated as of September 15, 2003, between INTAC
International, Inc. and an accredited investor (filed as Exhibit 10.4 to Form 10-Q for the quarter ended
September 30, 2003, filed with the Commission on November 14, 2003 and incorporated herein by reference).

Assignment of Joint Venture Interest and Release of Debt agreement (filed as Exhibit 10.6 to Form 10-KSB for the
fiscal year ended December 31, 2003, filed with the Commission on March 30, 2004 and incorporated herein by
reference).

Loan and Interest Pledge Agreement (filed as Exhibit 10.7 to Form 10-KSB for the fiscal year ended December 31,
2003, filed with the Commission on March 30, 2004 and incorporated herein by reference).
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10.14

211
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24.1
31.1
31.2
32.1

322

Share Transfer Agreement (filed as Exhibit 10.1 to Form 10-QSB for the quarter ended June:30, 2004, filed with
the Commission on August 16, 2004 and incorporated herein by reference).

Loan and Interest Pledge Agreement (filed as Exhibit 10.2 to Form 10-QSB for the quarter ended June 30, 2004,
filed with§ the Commission on August 16, 2004 and incorporated herein by reference).

Subscription and Investment Representation Agreement, dated as of May 13, 2004, between INTAC
International, Inc. and an accredited investor (filed as Exhibit 10.1 to the Company’s Current'Report on Form 8-K,
filed with the Commission on May 26, 2004 and incorporated by reference herein).

First Amendment to the Intac International Inc. Restricted Stock Award Agreement, effective as of July 28, 2005,
between INTAC International, Inc. and J. David Darnell (filed herewith).

List of Subsidiaries (filed herewith).

Consent of KBA Group LLP, Independent Registered Public Accounting Firm (filed herewith)
Power of Attomey (included in signature page herewith).

Certification of Wei Zhou, President and Chief Executive Officer (filed herewith).

Certification of J. David Darnell, Senior Vice President and Chief Financial Officer (filed herewith).
Certiﬁcati?m of Wei Zhou, President and Chief Executive Officer (filed herewith).

Certification of J. David Darnell, Senior Vice President and Chief Financial Officer (filed heréwith).
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43



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
The Board of Directors and Stockholders
INTAC International, Inc.:

We have audited the accompanying consolidated balance sheets of INTAC International, Inc. and subsidiaries (the
“Company”) as of September 30, 2005 and December 31, 2004, and the related consolidated statements of operations,
stockholders’ equity and comprehensive income (loss), and cash flows for the nine months ended September 30, 2005 and the
years ended December 31, 2004 and 2003. In connection with our audit of the consolidated financial statements, we have also
audited the financial statement schedule for the nine months ended September 30, 2005 and the years ended December 31,
2004 and 2003. These consolidated financial statements and financial statement schedule are the responsibility of the
Company’s management. Qur responsibility is to express an opinion on these consolidated financial statements and financial
statement schedule based on our audits.

We conducted our audits in accordance with standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion,

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of INTAC International, Inc. and subsidiaries as of September 30, 2005 and December 31, 2004, and the results of
their operations and their cash flows for the nine months ended September 30, 2005 and the years ended December 31, 2004
and 2003 in conformity with accounting principles generally accepted in the United States of America. Also in our opinion,
the related financial statement schedule, when considered in relation to the basic consolidated financial statements taken as a
whole, presents fairly, in all material respects, the information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the effectiveness of Intac International Inc.’s internal control over financial reporting as of September 30, 2005, based on
criteria established in Internal Control— Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (“COSQ”), and our report dated November 10, 2005 expressed an unqualified opinion on
management’s assessment of, and an adverse opinion on the effective operation of internal control over financial reporting.

/s/ KBA Group LLP
Dallas, Texas
November 10, 2005
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We were engaged to audit management’s’assessmént included in Management’s Report on Internal Control over Financial
Reporting (included in Item 9A of this Form 10-K) that INTAC International, Inc and subsidiaries (“the Company™) did not
maintain effective internal control over financial reporting as of September 30, 2003 based on the criteria established in
Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(“COS0”) because of the material weaknesses as described therein. Management of the Company is responsible for
maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal control
over financial reporting. Qur responsibility is to express an opinion on management’s assessment and an opinion on the
effectiveness of the.Company’s internal control over financial reporting based on our audit.

A company’s internal conrol over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparati‘on of financial statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures
that (1) pertain to the maintenance of records that; in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with anthorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company s assets that could have a material effect on the ﬁnanc1a1 statements.

Because of its inherent limitations, mternal control over ﬁnanmal reportmg may not prevent or detect misstatements. “Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions or that the degree of compliance with the policies or procedures may deteriorate.

A material weakness is a control deﬁcrency, or combmatlon of control deﬁcxencws that results in more than a remote
likelihood that a material misstatement of the annual or interim financial statements will not be prevented or detected. The
following material weaknesses have been identified and included in management’s assessment.

Deficiencies existed in the Company’s information technology (“IT™) environment due to inadequate procedures and controls
which, when considered in the aggregate, constitute a material weakness over financial reporting. - These deficiencies
included: general design deficiencies that were not risk based, IT entity level controls, general computer controls, spreadsheet
controls, segregation of duties controls, and physical security controls.

Deficiencies existed in the lack of certam estabhshed pohcles and procedures mcludmg the areas of expense and accounts
payable accruals, and capitalization of software development costs, which constitute material weaknesses over financial
reporting. The Company did not have adequate procedures and controls to ensure that: (i) expense reimbursements and
accounts payable accrual policies are being consistently followed and the review by management is being evidenced, and
(i1) software development costs are being properly recorded and the review by management is being evidenced. -

Deficiencies existed in INTAC Deutschland GmbH, the Company’s German subsidiary, for certain key financials cycles,
including financial reporting, inventory, revenue and expenses which’ constitute materral weaknesses over financial reportmg.

We have also audited, in accordance with ‘the standards of the Public Company Accounting Oversight Board (United States),
the consolidated balance sheets of INTAC International, Inc. and subsidiaries as of September 30, 2005 and December 31,
2004, and the related consolidated statements of-operations, stockholders” equity and comprehensive income (loss), and cash
flows for the nine months ended September 30, 2005 and the years ended December 31, 2004 and 2003. The above material
weaknesses were considered i in determining the nature, timing, and extent of audit tests applied in our audit of the 2005
consolidated financial statements, and this report does not affect our report dated November 10, 2005, which expressed an
unqualified opinion on those consolidated financial statements.

In our opinion, management’s assessmeént that Intac International Inc. did not maintain effective internal control over
financial reporting as of Septerber 30, 2005, is fairly stated, in all material respects, based on the COSO control criteria.
Also, in our opinion, because of the effect of the material weaknesses as described above on the achievement of the
objectives of the control criteria, Intac International Inc. has not maintained effective internal control over financial reporting
as of September 30, 2005, based on the COSO control criteria.

/s/ KBA Group LLP
Dallas, Texas
November 10, 2005
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Assets

INTAC INTERNATIONAL, INC. AND SUBSIDIARIES

CONSOLIDKTED BALANCE SHEETS
(expressed in U.S. dollars)

Current assets -
Cash and cash equlvalents ................................. eerrrene s s et R bR R et an e et
Trade accounts receivable (net of allowance for doubtful accounts of $0 in 2005
and 2004) .......cco.eoe.s et etebetereriretetetahebes e e et et e e nae e ea b e bR a e ne et et ebatene e nene et et ena et bane
Supplier rebate recelvable.........................., ..................................................................
Other 1eceivables ......ociviviiineirn e e st

Inventories

....................................................................................................................

Short term NOte TECEIVADIE ..civviirirrie sttt sveb st sen s erae e ra st s b 3
DEPOSItS PAIA ...vvereiverisieerirrsiesesset s ssssnssessnssesessesees v bbb res
TOtAl CUITENE ASSELS iv..vvvvrvreresnreserstserssssessssesessessssessssressassssnssons e SO
Property and equipment, net .............................................................................................

Other assets...

...................................................................................................................

Advances to officers of subsidiaries and employees........covvrinim

Internet portal

database gateway, NEL.......c.icvieiicrrnirserenstene et

ACqUITEd SOTIWATE, TIBL.. ... eiecieriie et st e et sr e sr e s b e e esns e s b seseas

Goodwill........

Total assets.....i...... “. ...................... et et re ittt e et et et sresteberensaan v ooy

Liabilities and Stockholders Equity

Current liabilities
Trade accounts payable..........ccoviiinnnninii. e ——— e
Accrued eXpenses ..o e e e e r RS e s be bt aee
Income taxes PAYable......cocvicniiniii s
Other Habilities .......ccooovviiinii e SR

Due to officer of subsidiary ..........c.ccoerene. et teetss ettt s Rt na e seeee '

Due to shareholder.......c...covvieremrncniriennnie e teerteiteieesirreeseabtettrantevanessreesatbaees
Deposits TeCEIVEQ. ... .cocoiiiiiiie it e Heererernaeiarerentas
Total current liabilities...........cccevvreerrecarens eeetetieraaere i beoabbae st eaaterar vt esr bt obsbeseraes

Commitments
Stockholders’

and contingencies
equity

Preferred stock, $0.001 par value, 10,000,000 shares authonzed none 1ssued and
OUESTANAING. ..ttt e e et e s s
Common stock, $0.001 par value, 100,000,000 shares authorized; 22,189,455 and
22,121,455 shares issued and outstanding, respectively .......ccccocvvevevecnvrroecrvovrncnnen.
Additional paid I CAPHAL oot e
Re1aINed CAMMINES.....ovrvrvreresierrreirssieessisesi e asessisssssesesassesessossssosnsssssssssssssssssessssseses

Accumulated other comprehenswe income........ e s

Total StockhOlders” EQUILY.......covererrirreiriiicrriririrssst st e srs s s sssesesassseseninas

Total liabilities and stockholders’ equity .........cviveriiinenan. reeereniee e e ‘

September 30,
2005

December 31,
2004

‘$ 2,635,868

$ 5,532,928

21,000,362 15,645,548
2,485,267 1,904,357
416,770 —
1,158,641 317,390
— 365,370

26,820 150,270
27,723,728 23,915,863
1,547,863 1,667,709
519,932 968,387
27,090 32,932
305,096 350,769
1,409,460 1,976,322
12,858,790 12,777,790

$ 41,689,772

3 44,391,959

$ 5,949,452

$ 1,316,597

1,090,145 452,484
604,481 974,699
311,979 627,243

32,479 302,457

— 315,448

- 116,661 115,664
51,283 —
8,156,480 4,104,592
22,189 22,121
33,399,433 33,263,389
2,786,610 4,252,992
27,247 46,678
36,235,479 37,585,180

3 44,391,959

$ 41,689,772

- The accompanying notes are an integral part of these consolidated financial statements.
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INTAC INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(expressed in U.S. dollars)

Nine Months Ended, Year Ended Year Ended

September 30, 2005 December 31, 2004 December 31, 2003

Revenue ‘ ‘ . '

Distribution BUSINESS ........cccervevereveneerireerrsereessrnnennens $ 57,019,701 § 111,025,925 § 91,353,172

Career development Services .......c.co.c.... ermrtsatissasessenssanens 4,218,779 4,231,076 —
TOtal FeVENUES....c.cveveereerecterceirene e evenes e o 61,238,480 115,257,001 91,353,172
Cost of revenue -

Distribution business ............covereve. SOOI 54,244,331 101,831,520 87,852,546

Career development S€rvices ......oererevrerreernens v 1,039,299 1,233,490 ‘ i —_—
Total cost of revenue .......occcvevencivnrinnnnn e , 55,283,630 - 103,065,010 87,852,546
Total GroSS PrOfit.......cvrvvererererereeeseersiserscrcsmsmssossesno 5,954,850 12,191,991 3,500,626
Operating expenses (income)

Product development ..........occvvinniveeeriinenee s 2,660,793 1,819,501 —

Distribution XPenSeS......orvirrecrereersrirrsersaressrsrseseenes 507,761 757,314 1,014,673

Selling, general and administrative expenses ................. 4,765,585 3,354,956 2,768,750

Gain on sale 0F @SSELS........iovivvrecineeniire oo : -(383,933) — —
Total operating expenses, 1T SIS 7,550,206 5,931,771 3,783,423
Income (10ss) from OPerations .........cocceevecrnenerncisernninnn, ' ' (1,595,356) - 6,260,220 (282,797)
Other income (expenses)

Foreign currency exchange gain (10ss) .....c.coovvvveninnan, (10,891) 112,685 (9.440)

Interest income (EXpense), NEt ........cccvrvreevererrrvnrsersennns , 66 19,382 (41,119)

Minority interest in loss of consolidated joint venture.... , — 366,715 65,809

Other income (EXPENSE), NEL.......ceereerereervrieerierirreerseraes 6,887 (10,658) 28,351
Total other income (expenses), net............ e (3,938) 488,124 43,601
Income (loss) before income taxes .............. ’ . (1,599,294) 6,748,344 (239,196)
TDCOME tAXES .ovveirieieererierrerereere e cnesre e nesserrestesessesreseareins ‘ (132,912) 931,847 —
Net income (1058) cuvivreiiiiireeiiceerereeesesnscreeseenes rreer— - 8 (1,466,382) § 5816497 § (239,196)
Net income (loss) per share — basic .......o.ccvvnene. s $ (0.07) § - 028 § . (0.01)
Net income (loss) per share —diluted .........occoveiilonnns . $ (Q.O7) 3 028 § (0.04)
Weighted average shares outstanding - basic .........ccuvveneen. 22,149,122 20,711,122 19,481,122
Weighted average shares outstanding - diluted....... e ‘ 22,149,122 21,007,978 19,481,122

The accompanying notes are an integral part of these consolidated financial statements.
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INTAC INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY AND.COMPREHENSIVE INCOME (LOSS)
(expressed in U.S. Dollars)

Additional
Common Stock Paid-in
Shares $ Capital

Balance at January 1, 2003 c.co.cvvoerrnrnsncnsnsnon S 19,189,455 8 19189 § 3,330,468
Issuance of common stock for cash................. rreet et e e e aares ) 1,000,000 1,000 4,499,000
Compensation in connection with restricted stock award..................... — — 233,333
Comprehensive income

Net 1088 .ovvvverrnirnainas e eh et b et e bttt a et et be s R e r b b et stn — — —

-Foreign currency translation ..........cceccvveerrninnenernicenincerenanesnans — — —

Total comprehensive income
Balance at December 31, 2003 ..ottt sireerareesates 20,189,455 20,189 8,062,801
Issuance of common stoék for césh ...................................................... 800,000 ' 800 11,968,387
Compensation in connection with restricted stock award................. - ‘. — — 233,333
Share issuance in connection with restricted stock award .................... ' 132,000 . 132 (132)
Share issuance in connection with acquisition of Beijing Huana .

Xinlong Information and Technology Development Co., Ltd. ......... 1,000,000 1,000 12,999,000
Comprehensive income _ ' N ‘

Net income................ eteereeres e ee et it e bt e e natasae e Rt e R et R e ssaeareneee — . — —

Foreign currency translation .........c.ccoeceeercvisievciccneineeseveseesnnsesnens o = — —

Total comprehensive income
Balance at December 31, 2004 .............oovovvovovoooeoosooeeeseooosooeeseee oo 22,121,455 22,121 33,263,389
Compensation in connection with restricted stock award..................... — — 136,112
Share issuance in connéction with restricted stock award .................... 68,000 68 (68)
Comprehensive loss

Netloss ..o, PO OO — — —

Foreign currency translation ...l — — —
Total comprehensive 108S....cccoeiriireiirricine e — — —
Balance at Septemberf30, 2005, e e 22,189,455 - § 22,189 § 33,399433

The accompanying notes are an integral part of these consolidated financial statements.
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Accumulated

Other Total
Retained Earnings Comprehensive Stockholders’
(deficit) Income (Loss) Equity

Balance at January 1, 2003 ......cooviiviiiircniere e $ (1,324,309) 8 (128,266) $ 1,897,082
Issuance of common stock for cash.......ccocovviveninivenennire s — — 4,500,000
Compensation in connection with restricted stock award......... — — 233,333
Comprehensive income

INEE 0SS oviiiiriisecee ettt ettt sae et st ere b (239,196) — (239,196)

Foreign currency translation .........ccccooevverecornnicncnncnenennns — 328,919 328,919
Total cOMPrehensive IMCOME ......veveieveerverrerecrrrnrrersreernereaenes 89,723
Balance at December 31, 2003 .........coovvrereciirnniirereereerecroeeeenes (1,563,505) 200,653 6,720,138
Issuance of common stock for cash .....ocoeviveeiiieeieniecrvenninn, —_ — 11,969,187
Compensation in connection with restricted stock award......... — — 233,333
Share issuance in connection with restricted stock award ........ — — —
Share issuance in connection with acquisition of Beijing

Huana Xinlong Information and Technology

Development Co., Ltd........cccooveriirivimiiiccnenesere s — — 13,000,000
Comprehensive income

NELINCOIME.....eccvveies it srsietr s tererreesrneerssrsresessseverenns 5,816,497 — 5,816,497

Foreign currency translation .........ccccecvevevvvreecirnecornesensnenes — (153,975) (153,975)
Total comprehensive IMCOME .....c.ovvveveerereivernrenerersereresresienees 5,662,522
Balance at December 31,2004 ........coovioieiiciceec e, 4,252,992 46,678 37,585,180
Compensation in connection with restricted stock award......... — — 136,112
Share issuance in connection with restricted stock award ........ — — —
Comprehensive loss

INEELOSS 1viiveriiireiete ettt rese sttt obenn s e b b s e (1,466,382) —_ (1,466,382}

Foreign currency translation ..........ccoeveevevevvcvivcvnrercaseereenean, — (19,431) (19,431)
Total comprehensive 108S........ccovvviiveiiierecrecresreeecere e (1,485,813)
Balance at September 30, 2005.......covcieeinvenececnenern e $ 2,786,610 $ 27,247 % 36,235,479

The accompanying notes are an integral part of these consolidated financial statements.
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INTAC INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(expressed in U.S. dollars)

Nine Months Ended Year Ended Year Ended
September 30, 2005 December 31, 2004 December 31, 2003

CASH FLOW FROM OPERATING ACTIVITIES:

Net income (1088) .c.vvvirrireceiireneviiessecrnnnnennas $ (1,466,382) § 5,816,497 8§ (239,196)
Adjustments to reconcile net income (loss) to net cash used in operatmg actlvmes :
Depreciation of property and’equipment ... 325,283 278,382 68,793
Amortization of internet portal database gateway and acqulred soﬁware 612,535 123,883 —
Minority interest in loss of consolidated joint venture ] — (366,715) (65,809)
Compensation in connection with restricted stock award 136,112 233,333 233,333
Other comprehensive income (loss) (19,431) (153,975) 328,919
Gain on sale of subsidiary.. . — (15,055) —
Loss (gain) on sale of property and equ1pmenl and other assets .. (383,933) 15,695 (2,838)
Changes in operating assets and liabilities, net of effects of acquxsltlon and dlspos1t10n
in 2004 .
Trade accounts receivable... (5,354,812) (13,248,203) (3,071,659
Supplier rebate receivable, (580,910) — —_
Other receivables...... (161,001) — _—
Inventories..... (841,251) (95,441) 908,135
Deposits paid 123,450 99,863 947,295
Other assets 229,529 — —
Trade accounts payable and accrued expenses 5,270,516 . (587,560) (242,274)
Other liabilities (630,712) — —
Deferred revenue .. (269,978 ) 302,457 —
Income taxes payable .. (370,218) 974,699 (39,598)
Deposits received 51,283 (221,389) 18,550
Net cash used in OPerating ACHVITIES .......c.ooeirieriiirireienon it isnsesscns ot essaesassscrnsats (3,329,920 (6,843,529 ) (1,156,349 )
CASH FLOW FROM INVESTING ACTIVITIES:
Restricted cash deposit — 2,800,000 (2,800,000)
Purchase of property and equipment (187,195) (943,513) (637,523)
Purchase (sale) of other assets 328,846 (491,753) (392,272)
Repayments from (advanoes to) officers of subsidiaries and employees 5,842 313,158 (332,747)
Coltection of short-term note receivable........ 365,370 — —
Acquisition costs (81,000) — —
Cash included in sale of subsidiary — (132,921) —
Cash included in purchase of subsidiary. - 246,528 —
Proceeds from sale of equipment — — 37,156
Net cash provided by (used in) INVESNE ACHVIEES ....c.cvrirecresrenrennecverineiissseressesesessasssiesessessnene 431,863 . 1,791,499 (4,125,386
CASH FLOW FROM FINANCING ACTIVITIES:
Proceeds from issuance of common stock — 11,969,187 4,500,000

Borrowings from (repayments to) shareholder, NEt ...t ‘ 997 33,399 (182,195)

Borrowings from (repayments t0) BaNK .......cc.cooriimeimmirenmeiiitiesmreiecnereeiecsnssronns — (2,728,202) 2,728,202

Incremental purchase of Ifitac Purun shares ... — (1,500,000 ) —

Investment into Intac Purun from joint venture partners.. — — . 456,730
Net cash provided by financing QCtIVILIES .........ccovevreireimriniriicnee e e neesersctnnserecssseessessons 997 7,774,384 7,502,737
NET INCREASE (DECREASE)IN CASH AND CASH EQUIVALENTS..... (2,897,060 ) 2,722,354 2,221,002
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD.........cc.loeoeicnniminneienenns 5,532,928 2,810,574 589,572
CASH AND CASH EQUIVALENTS “AT END OF PERIOD ........ 3 2,635,868 § 5,532,928 % 2,810,574
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid for interest.....A..‘........,....4,..,.: .................................. ........................................................ $ 401 § 38,570 § 43,400
Cash paid for taxes............. [P O $ — $ — 3 39,598
NON-CASH INVESTING AND FINANCING ACTIVITIES;
Sale of property and equipment for 1106 TCEIVADIE vrnrerrersercero $ 584,615 § — 3 —
Issuance of Intac Purun stock for the Internet portal database gateway $ — 8 — 3 304,487
Issuance of Company stock for the Huana Xinlong acquisition . $ — $ 13,000,600 § —

The accompanying notes are an integral part of these consolidated financial statements.
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INTAC INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(expressed in U.S. dollars)

1. GENERAL AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a) Description of Business and Basis of Presentation

INTAC International, Inc. (“INTAC” or the “Company”) is a U.S. holding company focused on the exploitation of strategic
business opportunities available in China and the Asia-Pacific Rim. The Company currently maintains offices in China
(Hong Kong, Beijing and Tianjin), Germany (Frankfurt) and the United States (Dallas, Texas).. During the periods reported,
the Company’s revenues were derived primarily from the distribution of premium brand wireless handsets from wholesalers,
manufacturers and other distributors to equipment wholesalers, agents, retailers and other distributors (referred to as our
Distribution Segment), mainly in Hong Kong, The Company announced the shift in focus of its business plan and is now
focused on the expansion and maturation of its career development services in China.

In October 2003, INTAC formed a new Internet joint venture, Beijing Intac Purun Educational Development Ltd (“Intac
Purun”), with China Putian Corporation (“Putian”) and the Ministry of Education in The People’s Republic of China
(“PRC”). Intac Purun was established to meet the growing need for expanding the employment opportunities for graduates
of higher level education institutions in the PRC. The Ministry of Education has already established a database of graduates
which has been made exclusively available to Intac Purun. Intac Purun intends to provide comprehensive employment
information over its Internet portal to facilitate these graduates’ employment search and future career development. This
Internet portal will also offer employers a platform to list open positions available to final year graduates contained within
this database. This fee-based service will be primarily made available to final year graduates; however, it is anticipated that in
the future, the portal will be developed further to offer a variety of premium products and services to subscribers, At the time
of formation, the joint venture was owned 45% by INTAC, 15% by Putian, 30% by a private investor group and 10% by the
Ministry of Education. In June 2004, INTAC purchased an additional indirect 15% interest in Intac Purun from Putian. This
additional 15% indirect ownership interest increases INTAC’s total indirect ownership in Intac Purun to 60%. INTAC’s
ownership in Intac Purun is held indirectly through PRC nominees.

In September 2004, INTAC indirectly formed two new companies, Beijing Intac Meidi Advertising Company Limited
(“Intac Advertising”) and Beijing Intac Meidi Technology Development Company Limited (“Intac Technology™), both
Chinese corporations. Intac Advertising and Intac Technology were established to provide advertising services and value
added services in support of Intac Purun.

In September 2004, INTAC sold all of the outstanding shares of New Tech Handel GmbH (“New Tech”). The results of
operations of New Tech have been included in the consolidated financial statements through the date of disposal. INTAC
then formed a new subsidiary, INTAC Deutschland GmbH (“INTAC Deutschland™), a German corporation, for the
continuation of similar operations in Germany. INTAC Deutschland now acts as the Company’s primary purchasing agent
and distributor of mobile handsets from Europe into the Asia-Pacific Rim.

In December 2004, INTAC acquired Beijing Huana Xinlong Information and Technology Development Co., Ltd. (“Huana
Xinlong™), which INTAC is in the process of assigning to INTAC International Holdings Limited (“Holdings™), a Hong
Kong corporation and a wholly-owned subsidiary of INTAC. Huana Xinlong, a leading Chinese developer of management
software for educational institution administration, is located in Beijing, China.

The consolidated financial statements have been prepared in accordance with generally accepted accounting principles in the
United States of America (“USGAAP”). In the opinion of management, all adjustments necessary for a fair presentation have
been included.

In August of 2005, the Company changed its fiscal year end from December 31* to September 30®. Accordingly, the
accompanying financial statements include the consolidated balance sheets as of September 30, 2005 and December 31,
2004. The related consolidated statements of operations, consolidated statements of stockholders’ equity and comprehensive
income (loss) and consolidated statements of cash flows are presented for the nine months ended September 30, 2005 and the
two years ended December 31, 2004 and 2003.

(b)  Principles of Consolidation

The accompanying consolidated financial statements include the financial statements of the Company and its wholly owned
subsidiaries, INTAC International Holdings Limited, INTAC Deutschland GmbH, INTAC Holdco Corp., FUTAC Group
Limited, Global Creative International Limited, INTAC Telecommunications Limited, Intac (Tianjin) International Trading
Co., Beijing Intac Media Advertising Company Limited, Beijing Intac Meidi Technology Development Company Limited,
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Beijing Huana Xinlong Information and Technology Development Co., Ltd. and its 60% owned subsidiary INTAC Purun.
All intercompany balances and transactions have been eliminated in consolidation.

In consolidating the Company’s 45% indirect ownership interest in Intac Purun during the period from October 2003
(formation) through the period that INTAC acquired the additional 15% indirect ownership interest in June 2004; the
Company applied the guidance in Statement of Financial Accounting Standards (“SFAS”) No. 94 “Consolidation of All
Majority-Owned Subsidiaries”, and by analogy the guidance in EITF 96-16 “Investor’s Accounting for an Investee When the
Investor Has a Majonty of the Votmg Interest but the Minority Shareholder or Shareholders have Certain Approval or Veto
Rights”. INTAC is designated as the operating partner for the joint venture, has effective control of the Boatd of Directors
and appoints the majority of the Board of Directors which hires management and controls the day to day activities of Intac
Purun making it the primary controlling shareholder since the inception of Intac Purun. Accordingly, management concluded
that.it was necessary:to consolidate Intac Purun since the acqu1s1t10n of its 45%-ownership interest in order to properly reflect
the substance of the Company s control position. -

(c) quuldlty

As of September 30, 2005 and December 31, 2004, INTAC had retained earnings balances of $2,786,610 and $4,252,992,
respectively, primarily due to net income (loss) for the nine months ended September 30, 2005 and the years ended
December 31, 2004 and 2003, partially offset by prior periods’ accumulated deficits. The Company raised equity financing
of $4.5 million in September 2003 and $12.0 million in May 2004. Proceeds of the private placements are being used to
expand Intac Purun’s career development services and for working capital purposes.

As of September 30, 2005 and December 31, 2004, INTAC maintained cash of $2,635,868 and $5,532,928, respectlvely
The Company measures liquidity through working capital (measured by current assets less current liabilities). As of
September 30, 2005 and December 31, 2004, INTAC maintained working capital of $19,567,248 and $19,811,271,
respectively.

Although there is a significant amount of working capital as of September 30, 2005, a substantial amount is tied up in trade
receivables and may not all necessarily be readily available to satisfy short-term obligations. Our Distribution Segment
business model has historically relied on customers paying on a cash basis. However, in the last two years as our sales
volume and customer size have increased, it has become necessary to grant credit terms to major customers. Within our
Distribution Business segment, a large portion of trade accounts receivable is attributable to our largest customer ~ Mr. Lam,’
from whom we derived approximately 53% of our revenue during the nine months ended September 30, 2005 and year ended
December 31, 2004, The amount of the receivable balance with this customer has increased over time and we expect this
balance to remain high for the foreseeable future. Although we believe that this receivable balance is all collectible, we do
not anticipate reducing the outstanding balance ($14.9 million) significantly in the near future.

We have entered into an installment payment plan agreement with Mr. Lam to pay his current balance due over a period of
nine months. The first payment in accordance with this agreement was received in November 2005 in the amount of $1.7
million. As part of this installment payment plan agreement, we have agreed that all future sales to Mr. Lam are'due and
payable within 45 days. The volume of sales in our Distribution Business segment relies on our keeping Mr. Lam as a
customer.

Additionally, our Career Development Services trade receivable balance has increased in 2005 to $5.8 million. The increase
relates primarily to Huana Xinlong and the sale of educational software to school districts within China. These school
districts pay for their software purchases using funds supplied by the Chinese government. Historically, this funding has
taken many months. As of September 30, 2005, approximately $3.0 million of our trade receivable balance relates to sales of
educational software completed before December 31, 2004. We believe these accounts to be fully collecnble however, the
timing of the collections cannot be estimated with certainty.

Included as part of the obligations assumed in the acquisition of Huana Xinlong is a commitment to complete the required
capitalization of that company in accordance with PRC laws and regulations. A total of $1.6 million must be invested in
Huana Xinlong by February 26, 2006 to complete the PRC capitalization requirements. We believe an extension can be
obtained if funds are not available to capitalize Huana Xinlong.

We believe that the Company will have sufficient capital for the next twelve months if we are able to collect our trade -
receivables in a timely manner. However, if Mr. Lam does not pay timely or if the Chinese government does not fund our
school district customers in a reasonable amount of time, it will have a material adverse effect on our liquidity. With timely
payment, we believe that we currently have adequate capital for the next twelve months; however, long-term plans will
require that we obtain additional financing through the issuance of debt, equity, other securities or a combination thereof in
order to take advantage of other strategic agreements and business alliances. In addition, we may seek to obtain a working
capital or other traditional loan facility from a bank or other lending source. Unless we are able to continue to improve our
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career development services operating performance with which we have limited experience, additional outside financing
required to execute our long-term business plan would be difficult to obtain on acceptable terms, if at all. As of the date of
this Report, we do not have any financing arrangements, nor do we have any commitments to obtain such an arrangement
with any bank or other third party. If we raise capital by issuing equity or convertible debt securities, the percentage
ownership of our current stockholders will be reduced. Any new securities may have rights, preferences or privileges senior
to those of our current common shareholders. There can be no assurances that we will be able to obtain additional financing
or obtain additional financing on terms which are acceptable to us.

(d)  Cash and Cash Equivalents

For purposes of the balance sheets and statement of cash flows, the Company considers all highly liquid investments with
original maturities of three months or less to be cash equivalents. The Company maintains its cash in high quality financial
institutions and does not believe any undue risk is associated with its cash balances. A large portion of the cash balance is
maintained at one financial institution.

(e) Concentration of Credit Risk and Accounts Receivable

Trade accounts receivable are stated at the amount the Company expects to collect and are not collateralized. The Company
maintains allowances for doubtful accounts for estimated losses resulting from the inability of its customers to make required
payments. The Company does not charge interest on overdue balances. Management considers the following factors when
determining the collectibility of specific customer accounts: customer credit-worthiness, past transaction history with the
customer, current economic industry trends, and changes in customer payment terms. If the financial condition of the
Company’s customers were to deteriorate, adversely affecting their ability to make payments, additional allowances would be
required. Based on management’s assessment, the Company provides for estimated uncollectible amounts through a charge
to earnings and a credit to a valuation allowance. Balances that remain outstanding after the Company has used reasonable
collection efforts are written off through a charge to the valuation allowance and a credit to accounts receivable. Based upon
the above criteria, as of September 30, 20035 and December 31, 2004, there is no allowance for uncollectible amounts. As
noted above in our discussion about liquidity, we believe all trade receivable balances, specifically those related to our
customer Mr. Lam and the various school districts in China, are ultimately collectible in full; however, the timing of the
collections from the Chinese school districts cannot be estimated with certainty.

(f) Inventories

Inventories for wireless handsets are stated at the lower of cost and net realizable value, calculated on the first-in, first-out
basis, and are comprised of finished goods. Net realizable value is determined on the basis of anticipated sales proceeds less
estimated costs for selling expenses. Inventories for vehicles are stated at the actual amount paid to manufacturers or market,
if lower.

(g)  Deposits Paid
Deposits paid are payments made to suppliers for down payments for wireless handsets and vehicles.
(bh)  Property and Equipment

Property and equipment is stated at cost less accumulated depreciation and amortization and any provisions for impairment
losses required to reflect recoverable amounts. Cost represents the purchase price and any directly attributable costs of
bringing the asset to working condition for its intended use. Repairs and maintenance are expensed as incurred. Betterments
and capital improvements are capitalized and depreciated over the remaining useful life of the related asset.

Depreciation and amortization is calculated to write off the cost of the fixed asset over the shorter of the useful life or, if
applicable, the remaining lease term, on a straight line basis, at the following annual rates:

Furniture and fixtures............... 20%
Leasehold improvements.......... 20%
Motor vehicles......ooovveeerenrnne, 20%

(i) Intangible Assets

In accordance with the accounting rules contained in SFAS No. 142 “Goodwill and Intangible Assets” (“SFAS 142”), the
Company reviews each indefinitely lived intangible asset for impairment annually and when events or circumstances indicate
that the asset might be impaired. Impairment is measured as the amount by which the Company’s carrying value exceeds the
fair value. Should impairment be indicated, the impaired amount will be charged to expense. As of September 30, 2005 and
December 31, 2004, the Company performed its annual impairment tests and found none of its goodwill to be impaired.
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Non-amortizable intangible assets include the following:

*  Recorded goodwill of $59,021 attributable to the wireless handset distribution segment.

*  Recorded goodwill of $1,064,113 relating to the acquisition of an additional 15% indirect ownership interest in Intac
Purun from Putian for $1.5 million attributable to the career development services segment.

*  Recorded goodwill of $11,735,656 relating to the acquisition of Huana Xinlong attributable to the career
development services segment. The acquisition consideration issued by the Company in the transaction consisted of
up to 2,000,000 shares of Company common stock, including 1,000,000 shares issued on closing and up to an
additional 1,000,000 shares contingent on achieving net income of $13 million during the thirteen month period
ending December 31, 2005.

Goodwill represents the excess of the purchase price over the fair value of identifiable assets and liabilities. acquired as a
result of the Company’s acquisitions of interests in its subsidiaries.

Amortizable intangible assets include the following:

¢ The legal rightjfor exclusive access to a student database which is owned by the PRC Ministry of Education, The
Company acquired the access right in October 2003 in connection with the formation of Intac Purun. The access
right to this student database has been recorded based on a valuation completed in December 2004. Management
has determined that this intangible asset has a finite life as contemplated by SFAS No. 142 and accordingly, this
asset is being amortized over a five year life on a straight line basis in accordance with the terms of the internet
content provider license agreement.

Weighted Average September 30, 2005 December 31, 2004
Remaining Amertization Gross Carrying Accumulated Gross Carrying Accumulated
Period (Years) Amount Amortization Amount Amortization
Internet portal database
BAEWAY ... 30 § 411,666 $ 106,570 $§ 411,666 $ 60,897

Amortization expense was $45,673 for the nine months ended September 30, 2005 and $60,897 for the year ended December
31, 2004. Estimated aggregate amortization expense for each of the next five years is as follows:

2006.....ccoviiiiirinnee $ 98,950
2007 o 98,950
2008 98,950
2009 8,246
2010 —
Total oo $ 305,096

(5}  Acquired Software

Software was acquired in connection with the acquisition of Huana Xinlong. This software has been recorded based on a
valuation completed in December 2004. Amortization is recorded based on the remaining estimated useful life of
approximately three years on a straight line basis. At September 30, 2005, acquired software recorded value totalled
$2,039,307 with accumulated amortization totalling $629,847.

(k)  Deposits Received
Deposits received are payments received from customers for down payments for wireless handsets and vehicles.
()  Revenue Recognition

The Company’s revenue is derived from primarily two sources (i) career development services which includes software
license maintenance and support, training, consulting, and subscription revenue delivered to customers in China and
(ii) distribution revenue, which includes wireless handsets distribution mainly into China.
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Career Development Services:

The Company licenses software products including access to its student database and education materials under two and
three-year term licenses. The software licenses provide for updates to new versions if and when made available. No express
rights of return are granted. The Company sells its products and services via a direct sales force and under certain
circumstances, sales agents.

Product revenue from the license of the Company’s software products is recognized in accordance with Staff Accounting
Bulletin (“SAB”) No. 104, “Revenue Recognition” when persuasive evidence of an arrangement exists, the product has been
delivered, the fee is fixed or determinable, and collection of the resulting receivable is reasonably assured, and, if applicable,
upon acceptance when acceptance criteria are specified or upon expiration of the acceptance period. Maintenance and support
revenue for customer support is deferred and recognized ratably over the service period unless it is included in the initial
license fee, provided for less than one year and is not a significant portion of the total license revenue. In this case,
maintenance support revenue is recognized when all revenue recognition criteria under SOP 97-2, SOP 98-9 and SAB 104
have been met. Product upgrades and enhancement revenue is deferred and recognized ratably over the service period unless
it is included in the initial license fee and is not significant. Training and consulting revenue is recognized as services are
performed and billable according to the terms of the service arrangement.

The Company applies the provisions of Statement of Position 97-2, “Software Revenue Recognition,” (“SOP 97-2”) as
amended by Statement of Position 98-9 “Modification of SOP 97-2, Software Revenue Recognition, With Respect to Certain
Transactions” to all transactions involving the sale of all its software products.

For all sales of software products except those completed via the Internet, the Company uses either a binding purchase order
or signed license agreement as evidence of an arrangement. For sales over the Internet, the Company uses a credlt card
authorization as evidence of an arrangement.

For arrangements with multiple obligations (e.g. undelivered maintenance and support bundled with term licenses), the
Company allocates revenue to each component of the arrangement based on vendor specific objective evidence of the
undelivered elements, which is specific to the Company. The vendor specific objective evidence of fair values for the licenses
and the ongoing maintenance and support obligations for term licenses are based upon the prices paid for the separate
renewal of these services by the customer or upon substantive renewal rates stated in the contractual arrangements. Vendor
specific objective evidence of the fair value of other services, primarily consulting and training services, is based upon
separate sales of these services.

Subscription revenue which will be earned primarily through our Internet portal business, will be recognized on a straight
line basis over the term of the service contract provided. The Company may also contract with third-party mobile operators
for the transmission of wireless short messages and subscriptions as well as for the billing and collection of service fees from
customers. Revenues are recorded as the services are provided monthly or on a per usage basis. The Company will recognize
the net amount billed by the mobile operator as revenue. To date the Company has generated minimal revenue from
subscription services.

Distribution Business:

The Company’s wireless handset revenue is generally generated from a quick turn of product. The Company recognizes
revenue upon delivery of product to its customers. Products are sold “as is” and the Company does not provide servicing of
the wireless handsets, nor does the Company receive any usage revenue from the wireless handsets distributed.

Revenue is recognized when customers take delivery of the goods, which is taken to be the point in time where the customer
has accepted the goods and the related risks and rewards of ownership. Certain sales arrangements provide the Company the
right to receive a contingent payment based on sales made by the customers. Contingent payment revenue for these
arrangements is recognized as the cash is received.

Receipts of cash in advance of shipment or delivery are recorded as deposits received.
(m) Cost of Revenues
Career Development Services:

The Company’s career development services cost.of revenue is comprised of the service fees paid for the provision of
software training and technological services, and the amortization charge for acquired software. .
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Distribution Business:
The Company’s distribution business cost of revenues is comprised of the cost of the wireless handset products distributed.
(n)  Vendor Programs

Incentive arrangements such as volume incentive rebates or other vendor programs are accounted for in accordance with the
Emerging Issues Task Force Issue No. 02-16, “Accounting by a Customer (Including a Reseller) for Certain Consideration
Received from a Vendor” and Emerging Issues Task Force No. 03-10, “Application of Issue No. 02-16 by Resellers to Sales
Incentives Offered to Customers by Manufacturer”. To the extent that the Company receives excess funds from suppliers for
reimbursement of its costs, the Company recognizes the excess as a liability due to the supplier, which is applied to future
costs incurred on behalf of the supplier. Volume incentive rebates are consideration received from the suppliers when
purchases or sell-through targets are attained or exceeded within a specific time period. The amount of rebate earned in any
financial reporting period is accrued as a vendor receivable. This same amount is either a reduction on inventory cost or is a
reduction of cost of sales for those items already sold. Volume rebates to date have been determined based on actual
negotiated volume discounts.

(o)  Distribution Expenses

Distribution expenses are principally comprised of costs attributable to the shipping and handling of our products, such as
freight and insurance.

(p)  Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for the
future tax consequences attributable to differences between the financial statement carrying amounts of existing assets and
liabilities, and their respective tax bases and operating loss and tax credit carryforwards. Deferred tax assets and liabilities are
measured using enacted tax rates expected to apply to taxable income in the period in which those temporary differences are
expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in
income in the period that includes the enactment date.

{(9)  Foreign Currency Translation

The Company’s operations in China and Hong Kong use the local currencies as their functional currencies. German
operations use the Hong Kong dollar as its functional currency. The accompanying consolidated financial statements have
been expressed in United States dollars, the reporting currency of the Company.

Reported assets and liabilities of INTAC’s foreign subsidiaries have been translated at the rate of exchange at the end of each
period. Revenues and expenses have been translated at the weighted average rate of exchange in effect during the respective
period. Gains and losses resulting from translation are accumulated in other comprehensive income (loss) in stockholders’

equity.

Realized and unrealized gains (losses) on currency transactions between foreign entities is included in other income
(expense) in the accompanying statements of operations.

(r)  NetIncome (Loss) Per Share — Basic and Diluted

Basic income (loss) per share is calculated by dividing net income (loss) by the weighted-average number of common shares
outstanding during the period. Diluted income (loss) per share is calculated by dividing net income (loss) by the weighted-
average number of common shares and dilutive potential common shares, if any, outstanding during the period. Computation
of diluted income per share for the year ended December 31, 2004 includes dilutive stock options and restricted stock awards
granted under the terms of the Company’s 2001 Long Term Incentive Plan. Stock options and the restricted stock award (to
the extent not vested) were not included in the computation of diluted loss per share for the nine months ended September 30,
2005 and year ended December 31, 2003 because their effects are anti-dilutive.

(s)  Segment Reporting

SFAS No. 131 “Disclosures about Segments of an Enterprise and Related Information”, established standards for reporting
information about operating segments in financial statements. Operating segments are defined as components of an enterprise
about which separate financial information is available that is evaluated regularly by the chief operating decision maker, or
decision making group, in deciding how to allocate resources and assessing performance.
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At September 30, 2005, the Company is considered to be comprised of two reportable segments: (i) career development
services and (i1} distribution of wireless handsets. The Company measures segment profit (loss) as operating profit (loss)
before depreciation. As used herein, the measure of segment profit (loss) is not intended as either a substitute or replacement
for operating income (as reported according to USGAAP), or as a measure of the financial results of operations or cash flows
from operations (as presented according to USGAAP).

(t)  Impairment of Long-Lived Assets and Long-Lived Assets to be Disposed of

The Company accounts for long-lived assets in accordance with the provisions of SFAS No. 144, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of”. This Statement requires that long-lived
assets and certain identifiable intangibles be reviewed for impairment whenever events or changes in circumstances indicate
that the carrying amount of an asset may not be recoverable. Recoverability of assets to be held and used is measured by a
comparison of the carrying amount of an asset to future net cash flow expected to be generated by the asset. If such assets are
considered to be impaired, the impairment to be recognized is measured by the amount by which the carrying amount of the
assets exceeds the fair value of the assets. Assets to.be disposed of are reported at the lower of the carrying amount or fair
value less costs to sell.

(u)  Use of Estimates

Management of the Company has made a number of estimates and assumptions relating to the reporting of assets and
liabilities and the disclosure of contingent assets and liabilities to prepare these consolidated financial statements in
conformity with accounting principles generally accepted in the United States of America. The most significant estimates and
related assumptions include the assessment of the provision for doubtful accounts, the assessment of the impairment of
tangible and intangible long-lived assets, the assessment of the valuation allowance on deferred tax assets, the purchase price
allocation on acquisitions and the assessment of criteria related to revenue recognition. Actual results could differ from those
estimates.

(v)  Product and Software Development Expenses

Product and software development expenses primarily include payroll and other employee benefit costs. For software to be
marketed or sold, financial accounting standards require the capitalization of development costs after technological feasibility
is established. Due to the relatively short period between technological feasibility and the completion of product
development, and the insignificance of the related costs, the Company generally does not capitalize software development
costs. All product and software development costs are expensed when incurred. Research and development costs to date
have not been significant.

(w)  Employee Benefit Plans

The Company’s subsidiaries in China participate in a government-mandated multi-employer defined contribution plan
pursuant to which certain retirement, medical and other welfare benefits are provided to employees. Chinese labor
regulations require the Company’s subsidiaries to pay to the local labor bureau monthly contributions at a stated contribution
rate based on the monthly basic compensation of qualified employees. The relevant local labor bureau is responsible for
meeting all retirement benefit obligations; the Company has no further commitments beyond its monthly contributions.
Employee benefit plan costs to date have not been significant.

(x)  Stock Option Plans and Stock-Based Compensation

The Company applies the intrinsic value-based method of accounting prescribed by Accounting Principles Board (“APB”)
Opinion No. 25, “Accounting for Stock Issued to Employees,” and related interpretations, in accounting for its fixed plan
stock options. As such, compensation expense would be recorded on the date of grant only if the current market price of the
underlying stock exceeded the exercise price. SFAS No. 123, “Accounting for Stock-Based Compensation,” as amended by
SFAS No. 148, “Accounting for Stock-Based Compensation-Transition and Disclosure-an amendment of FASB Statement
No. 123,” established accounting and disclosure requirements using a fair value-based method of accounting for stock-based
employee compensation plans. As permitted by SFAS No. 123 (as amended), the Company has elected to continue to apply
the intrinsic value-based method of accounting described above, and has adopted the disclosure requirements of SFAS

No. 123 (as amended).

On August 28, 2005, the Board of Directors of INTAC approved the acceleration of vesting of all unvested options to acquire
shares of the Company’s common stock. These options were previously awarded in 2003 and 2004 under the Company’s
2001 Long Term Incentive Plan and were to vest in three equal annual installments after the date of grant. Options to
purchase 200,000 shares of common stock at exercise prices between $9.50 and $15.75, prices above the current market price
of the Company’s common stock, are subject to this acceleration.

57




The acceleration of the vesting of these options was undertaken primarily to eliminate the related future stock-based
compensation experise. Upon the commencement of fiscal year 2006, on October 1, 2005, the Company is required to adopt
the provisions of Statement of Financial Accounting Standard No. 123R “Share Based Payment” (“SFAS 123R”) which
requires the recognition of stock-based compensation associated with stock options as an expense in financial statements.
Stock-based compensation pro forma expense associated with the accelerated options amounts to approximately $525,000 on
a pre-tax basis ($331,000 in fiscal year 2006, $182,000 in fiscal year 2007 and $12,000 in fiscal year 2008).

For purposes of proforma disclosure, the estimated fair value of the option is amortized to expense over the option’s vesting
period. Had the Company determined compensation based on the fair value at the date of grant for its options under SFAS
No. 123 (as amended), net income (loss) and net income (loss) per share for the nine months ended September 30, 2005 and
the years ended December 31; 2004 and, 2003 would have decreased or 1ncreased as follows

Nine Months
’ . ' Ended - .
W ) September 30, Year Ended Year Ended
' 2005 December 31, 2004 December 31, 2003
Net income (loss), as reported.....c..ccovervverrreecnnnnns $ (1,466,382) % 5,816,497 % (239,196)

Add: Total stock-based employee compensation
expense included in reported net income ' '
(IOSS) ...ttt e bt 136,112 233,333 | 233,333
Deduct: Total stock-based employee "
compensation expense determined under fair

value based method ............... s JES— (1,117,425) (843,407) (447,092)
Pro forima et income (J0SS)...vviriirivieicreiiniereene $ (2,447,695) § = 5206423 § (452,955)
Net income (loss) per share — basic as reported...... $ 0.07) $ . 0.28 § (0.01)
Net income‘; (loss) per share — diluted as reported-..: $ (0.07) $ 028 % (0.01)
Net income‘ (loss) per share — basic proforma ........ $ (0.11)y § 025 § (0.02)
Net incomet(loss) per share — diluted proforma ..... $ 0.11) § 025 § ‘. (0.02)

(y) ~Commitments'and Contingencies

Liabilities for loss contmgencres arising from claims, assessments and htlgatlon and other sources are recorded when it is
probable that a liability has been incurred and the amount of the assessment can be reasonably estimated. In the opinion of
management, after consultation with legal counsel, there are no claims, assessments and litigation against the Company.

(z) :Fair Value ‘of Financial Instruments ‘

The can'ymg amounts of all current assets and current liabilities at September 30, 2005 and December 31, 2004 approximate
their fair values because of the short maturity of these instruments. ;

(aa) Comprehenswe Income (Loss)

Comprehenswe income (loss) is deﬁned as the change in equity of a company during a period from transactions and other
events-and circumstances excluding transactions resulting from investments from owners and distributions to owners. For
the Company, comprehensive income (loss) for the perlods presented includes net income (loss) and foreign currency
translation adjustments. ‘

(bb) Impact of New Accounting Standards

In December 2004, the FASB issued SFAS No. 123R, “Share-Based Payment.” SFAS No. 123R is a revision of SFAS

No. 123, “Accounting for Stock Based Compensation,” and supersedes APB Opinion No. 25. Among other items, SFAS

No. 123R eliminates the use of APB 25 and the intrinsic value method of accounting, and requires companies to recognize
the cost of employee services received in exchange for awards of equity instruments, based on the grant date fair value of
those awards, in the financial statements. The effective date of SFAS No. 123R for the Company is the beginning of fiscal
2006. SFAS No. 123R permits companies to adopt its requirements using either a “modified prospectwe method, or a
“modified retrospective” method. Under the “modified prospective” method, compensation cost is recognized in the financial
staternents beginning with the effective date, based on the requirements of SFAS No. 123R for all share-based payments
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granted after that date, and based on the requirements of SFAS No. 123 for all unvested awards granted prior to the effective
date of SFAS No. 123R. Under the “modified retrospective” method, the requirements are the same as under the “modified
prospective” method, but also permits entities to restate financial statements of previous periods, either for all prior periods
presented or to the beginning of the fiscal year in which the statement is adopted, based on previous pro forma disclosures
made in accordance with SFAS No. 123. The Company has not yet determined which of the methods it will use upon
adoption.

The Company currently utilizes the Black-Scholes option pricing model to measure the fair value of stock options granted to
employees. While SFAS No. 123R permits entities to continue to use such a model, it also permits the use of a “lattice”
model. The Company expects to continue using the Black-Scholes option pricing model upon adoption of SFAS No. 123R to
measure the fair value of stock options. The adoption of this statement will have the effect of reducing net income and
income per share or increasing net loss and net loss per share as compared to what would be reported under the current
requirements. These future amounts cannot be precisely estimated because they depend on, among other things, the number
of options issued in the future, and accordingly, the Company has not determined the impact of adoption of this statement on
its results of operations.

SFAS No. 123R also requires that the benefits associated with the tax deductions in excess of recognized compensation cost
be reported as a financing cash flow, rather than as an operating cash flow as required under current literature. This
requirement will reduce net operating cash flows and increase net financing cash flows in periods after the effective date.
These future amounts cannot be estimated, because they depend on, among other things, when employees exercise stock
options.

2. INVESTMENT IN INTAC PURUN

On January 15, 2004, INTAC announced the shift in focus of its business plan from the traditional distribution of premium
brand wireless handsets to its new career development services and Internet joint venture, Intac Purun. Intac Purun was
formed in October 2003 with China Putian Corporation (“Putian”) and the Ministry of Education in The People’s Republic of
China (“PRC”). The Company indirectly invested a total of $2.3 million in cash in the newly founded Internet joint venture
in September 2003 and October 2003, owned 45% indirectly by INTAC, 15% by Putian, 30% by a private investor group and
10% by the Ministry of Education.

In order to meet ownership requirements under PRC law which restrict or prohibit INTAC from operating in certain
industries such as Internet content providers, INTAC made loans of $1,233,000 and $123,000 to two China nationals,

Miss Zhang Wanqin and Miss Li Min, respectively. Miss Zhang and Miss Li are the equity owners of Tianjin Weilian, a
company incorporated in the PRC. These loans were made to finance Miss Zhang and Miss Li, on behalf of INTAC, for the
purpose of establishing Tianjin Weilian. Tianjin Weilian pledged as collateral the 45% ownership of Intac Purun against -
these loans from INTAC. Furthermore Tianjin Weilian assigned all operating rights, title and interest they had in Intac Purun
to INTAC including all interest held, all rights to capital accounts, distributions and/or allocations of cash property and '
income, and all rights to participate in management and to vote with regard to affairs relating to the Intac Purun. When the
Company is able to transfer ownership to INTAC the ownership of Intac Purun will be transferred directly into the Company.

In June 2004, INTAC purchased an additional 15% interest in Intac Purun from Putian for $1.5 million. The incremental
acquired ownership was accounted for using the purchase method of accounting. INTAC made loans of $1.5 million to two
China nationals, Mr. Zou Jingchen and Ms. Tian Jinmei. Mr. Jingchen and Ms. Jinmei are the equity investors of Tianjin
Chengtai International Trading Limited (“Chengtai”), a company incorporated in the PRC. These loans were made to finance
Mr. Jingchen and Ms. Jinmei, on behalf of INTAC, for the purpose of establishing Chengtai which purchased the 15%
interest in Intac Purun in June 2004 from Putian. A total of 15% of the outstanding securities of Intac Purun, representing the
15% ownership, were pledged as collateral for these loans from INTAC and all operating, economic, voting and other rights
were assigned to INTAC by Chengtai. This additional 15% interest increases INTAC’s total indirect ownership-in Intac
Purun to 60%, for which the Company has paid or invested $3.8 million. Intac Purun is incorporated and domiciled in PRC.

The following table summarizes the estimated fair value of the assets acquired and liabilities assumed as of the date of
acquisition of the indirect 15% incremental ownership in Intac Purun.

CUITENE ASSELS ..u.vteviereiieieeeers s leeeseseseebeereeresveeseesresasesbesassaesbesresnreseans $ 256,290
INON-CUITEIE BSSELS cvvvvinreriirreririeniieiresireeertrrsesreeesteeeesesersssiessesessresenssesas 252,613
Total assets acquired ........ocoouvviiniinniinieinnnns s 508,903
Current liabilities assumed ...........courveniinicnieennnn, e s (73,016)
Net assets acquired.......coovvevvnecriorinnnircrneenenne e 435,887
PUIChASE PIICE .oovivireenireie et 1,500,000
EXCeSS PUIChASE PIICE...coiiiciiiirciirr ettt $ 1,064,113




The excess of the pufchase price over the fair value of the net identifiable assets acquired represents goodwill and is not
deductible for income tax purposes. As further described in the accounting policies, the results of Intac Purun operations
have been included in the consolidated financial statements since the inception of Intac Purun.

Aggregate minority interest in losses have been recorded by the Company (since inception $432,524 at September 30, 2005)
to reduce the minority interest in Intac Purun to zero. The Company will record 100% of income related to the minority
interest, if any, until the amount of the previously reported losses of the minority interests in shareholders’ equity (deficit) in
Intac Purun by the Company have been restored.

3. SALE OF INVYESTMENT IN NEW TECH HANDELS

On September 1, 2004, Holdings sold all of the outstanding shares of New Tech. The results of operations of New Tech have
been included in the consolidated financial statements through the date of disposal. The aggregate sales price of $365,370
was received in the form of a unsecured, non-interest bearing short-term note which was collected in the second quarter of -
2005.

The following table summarizes the investment in New Tech as of the date of sale and the gain on disposal.

CUITENE SSEES 1vovvrereiiiirreirerirrerserieenseereerseeserseeeesrseraensessaessesssesssnsessesnses $ 850,644
Property and equipment.........ccccccoeieriiiiinnennen s - 57,589
TOtAL ASSEES ..ivvrveiiiviiiiirieeceeteeettreerrreeeere e sebeasinr e s snree e st ressbbeeerraesetanes 908,233
TOtal HABITILIES. ... covevrerierere et cnse e seesceraetesanseanesree (557,918)
Investment in NeW TeCh......ccociriiiriiricineee et 350,315
Consideration ..........c.cocoveeeiieenee e Crerreen e e 365,370
Gain on sale (included in other INCOME)....c.covvriiirereinicnirrrrcrene 3 15,055

4. PURCHASE OF HUANA XINLONG

In December 2004, the Company acquired Beijing Huana Xinlong Information and Technology Development Co., Ltd.
(“Huana Xinlong”). Huana Xinlong, a leading Chinese developer of management software for educational institution
administration, is located in Beijing, China. The acquisition was accounted for using the purchase method of accounting. The
acquisition consideration issued by the Company in the transaction consisted of up to 2,000,000 shares of Company common
stock, including 1,000,000 shares issued on closing and up to an additional 1,000,000 shares contingent on achieving net
income of $13 million during the thirteen month period ending December 31, 2005 (and the Company will issue a lesser
number of shares on a pro rata basis in the event net income is less than $13 million). The Company agreed to file a
registration statement to register these shares within 90 days after the closing of the acquisition; which has now been verbally
extended indefinitely:

The following table summarizes the estimated fair value of the assets acquired and liabilities assumed as:of the date of
acquisition: ‘ '

CUITEIIE ASSELS .v..veovveoveesveeeeseesesssssossssessersesessssessossessessees s esesnsans $ 306,333

Acquired software ................. e ereeeieeareerterare e neeberatbeabs e beernseraeeennnaas 2,039,307
Other NON-CUITENE BSSEIS .........vvvucvvucreeees e rcesesssssseseas 192,801
Total assets ACQUITEA ..vvevreieiee ittt raes e r e e s anenes 2,538,441
Current'1iabilities asSUITIEd .....vevivviiier e sn e 1,274,097
INEE BSSES ACGUITEA ....vvvovermeirercrmeieeieneisnes st 1,264,344
PUICRASE PLICE o.voveviiiieicte sttt 13,000,000
EXCeSS PUIChASE PIICE....ouiiiiiriererierie s re ettt $11,735,656

The excess of the purchase price over the fair value of the net indentifiable assets acquired represents goodwill and is not
deductible for income tax purposes. The allocation of the purchase price includes an independent valuation of the software
which was completed in December 2004.

5. INVENTORIES

As of September 30, 2005 and December 31, 2004, inventories totaled $1,158,641 and $317,390, respectively, consisting of
$1,148,981 and $306,749 for the distribution business segment (wireless handsets $1,148,981 and $1,067 and vehicles $0 and
$305,682, respectively) and $9,660 and $10,641, respectively for the career developments services segment
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6. PROPERTY AND EQUIPMENT, NET

As of September 30, 2005 and December 31, 2004, property and equipment consisted of the following:

September 30,

2008 December 31, 2004
Furniture and fIXTUTES ........coovecerimiirereicecer e $ 938,036 § 873,920
Leasehold improvements..........c.ccocvrirreiessve s ieireennns 155,302 129,039
MOtOr VERICIES ...ooviiiii et b s 1,039,036 973,023
Other.viviiieeciees e s 24,395 17,428

2,156,769 1,993,410
Less: Accumulated depreciation and amortization........... (608,906) (325,701)

3 1,547863 § 1,667,709

7. OTHER ASSETS
As of September 30, 2005 and December 31;72004, other assets consisted of the following:

September 30, December 31,

2005 2004
Deposit for software development COStS.......c.corurvnene $ 99,490 $ 218,926
Deposits and memberships.........cocvveveevrcecicnnnnnen 194,225 452,722
Prepaid administrative and professional fees ............. 122,163 87,112
OBhET . covvi ettt bbb snanees 104,054 209,627

§ 519932 § 968,387

8. CONCENTRATION OF RISKS

For the nine months ended September 30, 2005, one distribution customer accounted for more than 10% of our total revenue.
For the year ended December 31, 2004, two distribution customers each accounted for more than 10% of total revenue, as
follows:

Sales percentage

Company September 30, 2005 December 31, 2004
Mr. Lam........ eeebeebeiaebeste e sa b e e e e R et e b s eResr st aes 52.9% 54.9°
Mr. Lau.......... et bbbttt e et saena e sbesaais 0.0% 1049

For the nine months ended September 30, 2005 one distribution vendor accounted for more than 10% of our total purchases.
For the year ended December 31, 2004, our product suppliers were concentrated in three distribution vendors, as follows:

Purchase percentage

Company September 30, 2005 December 31, 2004
T-Mobile Deutschland........c..cccc..... et ees 72.4% —
Deutsche Telekom................ et s — 57.0¢
MI WODE (.o — 14.1°
‘Wai Luen International Trading Company.............. — 11.8¢

As of September 30, 2005, one distribution customer accounted for more than 10% of our trade receivables. As of
December 31, 2004, two distribution customers each accounted for more than 10% of our trade receivables as follows:

Trade Receivable percentage

Company September 30, 2005 December 31, 2004
M, LA 66.9% 64.7°
T-Mobile Deutschland........c.cooceeeiininiiinininennn, — 13.69

9. INCOME TAXES

The Company is subject to income taxes on income arising in or derived from the tax jurisdictions in which it is domiciled
and operates. Pursuant to an expense sharing arrangement, the Company’s U.S. losses have been allocated to the Hong Kong
operating subsidiaries based upon the relative amount of each Hong Kong subsidiary’s’ gross profit margin. Net income
(loss) before income pertaining to foreign operations totals approximately $140,000, $7.4 million and $860,000 for the nine
months ended September 30, 2005 and years ended December 31, 2004 and 2003, respectively.
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Nine Months ended Year Ended Year Ended
September 30, 2005 December 31, 2004 December 31, 2003

Current:
United States Federal and State.................... $ — 3 — % —
FOTRIZI 1. esses oo ese e (132,912) 931,847 —
Total current provision for income taxes...... 3 (132,912) § 931,847 $ —

The Company has substantial net operating loss carryforwards in some of its Hong Kong and PRC operating entities. As a
result, most of these entities have net deferred tax assets. The Company has provided a valuation allowance to reduce these
deferred tax assets to $156,580 based on the uncertainty of generating future taxable income. Accordingly, the Company has
recorded a deferred income tax benefit of $156,580 for the nine months ended September 30, 2005 and no income tax
provision for the years ended December 31, 2004 and 2003.

The provision for income taxes for the nine months ended September 30, 2005 and the years ended Decemiber 31, 2004 and
2003 differed from the amount computed by applying the U.S. income tax rate of 34% to income (loss) before income taxes
as follows:

Nine Months

Ended
September 30, Year Ended Year Ended
2005 December 31,2004  December 31, 2003
Computed “expected” tax expense........ 3 (543,760) $ 2,294,437 § (81,327)

Rate differences resulting from

differing tax rates for different tax . :

JUriSAiCtions .....cvecerervrinenineeeereeenen 49,152 (853,464 ) 244,309
Tax holiday effect for PRC entities

not currently subject to income

BRXES . vvvi e sesressenssses s seneseens (561,483) (754,337) -
Change in valuation allowance.............. . 921,910 237,549 (173,325)
OtRET oovvvoeve et 1,269 7,662 10,343

$ (132,912) § 931,847 § —

The tax holiday eammgs per share for the nine months ended September 30, 2005 and the year ended December 31,2004
total $0.03 and $0. 04 respectively. ‘

The tax effects of temporary differences that give rise to significant portions of the net deferred tax asset at September 30,
2005 and Decemberj;Bl, 2004, are as follows:

September 30, December 31,

; ) 2005 2004
Deferred tax assets: . ]
Net operating loss carryforwards..........ccoevevrrnnns $ 1,676,495 $§ 848,538
Depreciation of fixed assets .........cccocvvrverieereevennens — 5,124
Restricted StOCK.....ovvvviiveiirinriiireiroireeosereesaneenes 80,920 34,643
Total deferred tax aSSetS...ioiviiiv i 1,757,415 888,305
Deferred tax liabilities: : .
Deferred income........... s (75,730} (122,587)
Depreciation of fixed aSSts .........ccovvvervrrerirerrnnns (9,093) . (20,735)
COHRET . (5,699) C—
Valuation allowance...........occecvveiiiveeevivinecsene e (1,666,893) - (744,983)
Net deferred tax assets......ccoccvvveirrvecniesiesienereennevennes 3 — —

The net operating losses available at September 30, 2003, to offset future taxable income in the U.S., Hong Kong, China, and
Germany are $599,742, $1,650,026, $4,061,844, and $0 respectively. The income tax rates for Hong Kong, China and
Germany are 17.5%, 33% and 26.375%, respectively. The net operating losses generated in China expire beginning in 2007 if
not utilized. The net operating losses generated in Germany and Hong Kong have no expiration date and carry forward
indefinitely.
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10. RELATED PARTY TRAN SACTIONS

() As of September 30, 2005 and December 31, 2004 the'Company’s ma]onty shareholder, Mr Wei Zhou was the
beneficial owner of 54.0% and 54.0% respectively, of the Company’s issued outstanding common stock.

b Mr. Zhou is the CEO, President, Treasurer and a Director of the Company. As of September 30, 2005 and 4 ,
December 31, 2004, Mr. Zhou had made net advances to the Company amounting to $1 16,661 and $115,664, respectively.

11. STOCKHOLDERS’ EQUITY
(a) Common Stock

In December 2004, the Company entered into a Stock for Stock Exchange Agreement to acquire all of the outstanding equity
securities of Huana Xinlong, a company organized under the laws of the Peoples Republic of China. The acquisition
consideration issued by the Company in the transaction consists of up to 2,000,000 shares of Company common stock,
including 1,000,000 shares issued on closing and up to an additional 1,000,000 shares issuable in the event the acquired -
business generates net income of $13 million for the thirteen month period commencing December 1, 2004 through
December 31, 2005 (the Company will issue a lesser number of shares on a pro rata basis in the event net income is less than.
$13 million). o

In May 2004, the Company sold 800,000 shares of its unregistered, restricted common stock to an accredited investorina
private placement transaction for proceeds of $12.0 million, This transaction was exempt from the registration requirements
of the Securities Act under Rule 506 of Regulation D. Proceeds from the $12.0 million private placement were used to
expand Intac Purun’s career development and Internet portal business and for general working capital purposes. In

May 2004, the Company filed a registration statement with the Securities and Exchange Commission, registering the resale
of these shares plus 1,000,000 shares from the private placement to a different shareholder completed in September 2003.
The registration statement also registered an additional 2,000,000 shares for possible future issuances. The registration
statement was effective July 29, 2004. : ,

In September 2003, the Company is‘sﬁed 1,000,000 shares of its unregistered, restricted common stock to an accredited
investor in a private placement transaction for proceeds of $4.5 million. This transaction was exempt from the registration
requirements of the Securities Act under Rule 506 of Regulation D.

(b) Stock Options and Stock Awards

On November 28, 2001, INTAC adopted a stock purchase plan entitled the “2001 Long Term Incentive Plan” to attract,
retain and motivate its management and other persons, to encourage and reward their contributions to the performance of the -
Company and to align their interests with the interests of the Company’s shareholders. The Company authorized 2,500,000
shares to be available for grant as part of the long term incentive plan. Options are generally granted at fair value on the date
of issuance. ‘ : : ‘

On August 28, 2005 the Company completed a stock option grant to four of its Directors to purchase 25,000 shares of the
Company’s common stock (an aggregate of 100,000 shares) at an exercise price of $6.40 per share, representing the market
value on the date of the grant. These stock options vest in two equal annual instaliments on the first two anniversaries of the
date of the grant. The per share fair value of the stock options granted, estimated on the date of the grant using the Black-
Scholes options pricing model was $1.97. The fair value of the option grant was estimated on the date of the grant using the
following assumptions: no dividend yield; expected volatility of 50%,; risk-free interest rate of 4.09%; and expected life of
two years. For purposes of pro forma disclosure, the estimated fair value of the options is amortized to expense over the
options’ vesting period.

On August 28, 2005 the Company completed a stock option grant to four of its Directors to purchase 12,500 shares of the
Company’s common stock (an aggregate of 50,000 shares) at an exercise price of $6.40 per share, representing the market
value on the date of grant. These stock options vest in three equal annual installments on the first three anniversary dates of
the grant. The per share fair value of the stock options granted, estimated on the date of the grant using the Black-Scholes
options pricing model was $2.19. The fair value of the option grant was estimated on the date of the grant using the
following assumptions: no dividend yield; expected volatility of 44%; risk-free interest rate of 4.09%; and expected life of
three years. For purposes of pro forma disclosure, the estimated fair value of the options is amortized to expense over the
options’ vesting period.

On December 3, 2004, the Company made a stock option grant to an employee to purchase 50,000 shares of the Coinpany’s
common stock at an exercise price of $9.50 per share, representing the market value on the date of the grant. These stock
options were cancelled in the third quarter of 2005 upon resignation of the employee.
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On March 2, 2004 and March 11, 2004, the Company completed a stock option grant to four of its Directors to purchase
50,000 shares of the Company’s common stock (an aggregate of 200,000 shares) at an exercise price of $15.75 per share for
three of the Directors and $14.72 per share for the remaining Director, representing the market values on the date of each
grant. These stock options vest in three equal annual installments on the first three anniversary dates of the date of grant.
The per share fair value of the stock options granted on March 2, 2004 and March 11, 2004, estimated on the date of grant
using the Black-Scholes options pricing model, was $6. 03 and $5.63, respectively. The fair value of the option grant was
estimated on the date of grant using the following assumptions: no dividend yield; expected volatility of 55%; risk-free
interest rate of 2.0%; and expected life of three years. For purposes of proforma disclosure, the estimated fair value of the
options is amortized to expense over the options vesting periods. On March 31, 2005, 50,000 of these options were cancelled
due to the resignation of a director. On June 30, 2005 another 50,000 of these options were cancelled when another director
did not stand for re-election. On August 28, 2005, the Board of Directors accelerated the vesting of the remaining options as
described in “General and Summary of S1gmﬁcant Accounting Policies”.

On November 3, 2003 the Company made a stock option grant to one of its Directors to purchase 50,000 shares of the
Company’s common stock at an exercise price of $9.89 per share, representing the market value on the date of grant. This
stock option vests in 3 equal annual installments on the first three anniversary dates of the date of grant. The per share fair
value of the stock options granted in 2003, estimated on the date of grant using the Black-Scholes options pricing model, was
$3.85. The fair value of the option grant was estimated on the date of grant using the following assumptions: no dividend
yield; expected volatility of 66%; risk-free interest rate of 2.1%; and expected life of three years. For purposes of proforma
disclosure, the estimated fair value of the option is amortized to expense over the option’s vesting period. On August 28,
2005, the Board of Directors accelerated the vesting of these options as descrlbed in “General and Summary of Significant
Accounting Policies”.

On July 29, 2002, the Company made the following stock option grant and restricted stock award to its Senior Vice President
and Chief Financial Officer: (i} a stock option to purchase 300,000 shares of the Company’s common stock at an exercise
price of $3.50 per share representing the market value on the date of grant under the Company’s “2001: Long Term Incentive
Plan” and (ii) a restricted stock award of 200,000 shares of the Company’s common stock. This stock option and restricted
stock award vested in three equal annual installments on the first three anniversary dates of the date of grant. The total
market value of the stock award totaled $700,000 at the date of grant. This amount was amortized and-expensed over the
three year vesting period. The Company’s amortization in connection with the stock award resulted in:a non-cash
compensation charge of $136,112, $233,333 and $233,333 during the nine months ended September 30, 2005 and the years
ended December 31, 2004 and 2003, respectively. At September 30, 2005, all options are exercisable and all options expire,
if unexercised, on July 29, 2009. During the nine months ended September 30, 2005, 68,000 shares of restricted stock were
issued, and during the year ended December 31, 2004, 132,000 shares of the restricted stock were issued. The per share fair
value of the stock options granted in 2002, estimated on the date of grant using the Black-Scholes options pricing model, was
$2.01. The fair-value of the option grant is estimated on the date of grant using the following assumptions: no dividend yield;
expected volatility of 86%,; risk-free interest rate of 4.7%; and expected life of three years. For purposes of proforma
disclosure, the estimated fair value of the option is amortized to expense over the option’s vesting period.

A summary-of stock option activity and related information for the nine months ended September 30, 2005 and years ended
December 31, 2004 and 2003 is as follows:

2005 2004 2003
Weighted- Weighted- Weighted-
average Number average average
Number exercise of exercise Number of exercise
Plan Category of options price options Pprice options price
Outstanding at beginning of
VAT .vitiieecenecrereereencnes st 600,000 $ 8.53 350,000 $ - 4.41 300,000 $ 3.50
Grant......ccoeeoveenreiicrveniensneneneon 150,000 $ 6.40 250,000 §$ 14.29 50,000 3 9.89
~ Cancelled.......oooccrirrricrerne (150,000) $ 13.32 — — A —
EXEICised .oovvrvoiveireercreiseeneenans — — — L — —
Total oo, 600,000 $ 6.80 600,000 '$ 8.53 350,000 $ 4.41
Options exercisable at end of ‘
VEAL toivenriveiireneeireninreennnesianes 450,000 § 6.93 216,667 § 3.99 100,000 $ 3.50

Information related to stock options outstanding at September 30, 2005, is summarized below:
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Options Outstanding Options Exercisable

Weighted

Average .
Range of Remaining - Weighted - Weighted
Exercise Outstanding Contractual Average Exercisable Average
Prices at 9/30/03 Life " _Exercise Price at 9/30/05 Exercise Price
$ 3.50 300,000 3.8 years $ . 350 -300,000 § 3.50
3 9.89 50,000 5.0 years $ 9.89 50,000 § 9.89
$ 15.75 100,000 5.4 years $ 15.75 100,000 $ 15.75
3 6.40 150,000 7.0 years $ 6.40 —

600,000 450,000

(c) Earnings Per Share

The Company has 100,000,000 common shares authorized. The Company has granted options to purchase common shares to
employees and directors of the Company. Certain options have a dilutive effect on the calculation of earnings per share. The
following is a reconciliation of the numerators and denominators of the basic and diluted earnings per share computations.

e 2005 2004 2003
Basic earnings per share: . .
Net INCOME (10SS).uvivviiriiieiii e s $(1,466,382) $ 5,816,497 §$§ (239,196)
Weighted average shares outstanding.............ccocve.... . 22,149,122 20,711,122 19,481,122
Basic earnings (10ss) per share ......c.cccoocveveeiiieineinnns 3 (0.07) § 028 $ (0.01)
Diluted earnings per share: ,
Net income (10SS).c.vvicriiieeiriireieeerieeere v T, $(1,466,382) $§ 5,816,497 § (239,196)
Weighted average shares outstanding........c..cocvennene 22,149,122 - 20,711,122 19,481,122
Dilutive stock option.s and restricted stock award ..... L — 296,856 —
Total common shares and dilutive securities............. © 22,149,122 21,007,978 19,481,122
Diluted earnings (loss) per share ... $ (0.07) $ 028 § (0.01)

Stock options and the restricted stock award outstanding at September 30, 2005 and December 31, 2003, are not included in
the diluted earnings per share computation because they are anti-dilutive.

(d) Dividend Payment Restrictions

' R ETTS LN
There are no restrictions on the Company’s payment of dividends. Although there are certain ministerial requirements with
respect to dividends by our PRC domiciled subsidiaries, these ministerial requirements do not rise to the level of
“restrictions”. Substantially all of our retained earnings is attributable to our PRC and Hong Kong domiciled subsidiaries.

12. SEGMENT REPORTING

The Company is currently considered to be comprised of two reportable segments: (i) career development services and

(ii) distribution of wireless handsets. The Company measures segment profit (loss) as operating profit (loss) before
depreciation. The reportable segments are components of the Company which offer different products or services and are
separately managed, with separate financial information available that is separately evaluated regularly by the chief financial
officer in determining the performance of the business. Information regarding operating segments is presented in the
following tables:




Nine Months Ended September 30,2005

Year Ended December 31, 2004

Distribution business segment............ccoeoverereinnen.
Career development services segment....................
TOtAl ot

Year Ended December 31, 2003
Distribution business segment..........c.cocveveeervernrnens
‘Career development services segment.............. .

Rey

Segment
__profit (loss)

§ 57,019,701
4,218,779

$  (610,651)
(659,422

$ 61,238,480

5 (1,270,073)

$.111,025,925
4,231,076

§ 5,828,120
710,482

$115,257,001

$ 6,538,602

$ 91,353,172

$  (87,267)
1(126,737)

$ 91,353,172

$  (214,004)

A reconciliation from the segment information to the net income (loss) for the years ended September 30, 2005 and

December 31, 200%1 and 2003, is as follows:

Y : o Nine Months ended Year Ended Year Ended
September 30, 2005 December 31, 2004 December 31, 2003
Segment gain (108S)....cvurererevrericiercrmnennecnenns $ (1,270,073) $ 6,538,602 § (214,004)
Depreciation ......ccoveeiriionieireeceeeneceeree e cnenns (325,283) (278,382) (68,793)
(1,595,356) 6,260,220 (282,797)
Other INCOME ..covvvrerriieeerivereeecieecns e nienieenes (4,004) 102,027 18,911
Minority interest........cocvovevveeeirreemvnrcnernniennes —_ 366,715 65,809
Interest eXpense (Met)....c.ovvvrevrvinenenciuene 66 19,382 (41,119)
INCOME tAXES...oveeeveeirecree et cre e e 132,912 (931,847) —
Net income (10ss).............. s $ (1,466,382) $ 5816497 § (239,196)

Total assets for theoperating segments at September 30, 2005 and December 31, 2004, are as follows:

. September 30, December 31,

, 2005 2004
Distribution business segment......... $ 21,554,481 § 19,432,313
Career development services

SEEMENLE ...covvevineinecicarerinis e 22,837,478 22,257,459
TOtal ieenrrcieeee e $ 44391959 § 41,689,772

-

Total assets based on their geographic location at Septembe_r 30, 2005 and December 31, 2004; are as follows:

September 30, December 31,
2005 2004
"BUIOPE ..ocveveereeiieenc e, e $ 2,703,556 $ 417,445
ASI8 oo, S o 41,523,590 41,187,605
United States ....ooovvvveereeeeeeernnnes 164,813 84,722
Total \ovveiieeecceeiecer e R $ 44,391,959 § 41,689,772

The percentage of total revenue based upon the destination of the sale by geographic sector:

September 30, December 31, December 31,
2005 2004 2003
Europe ..o 323% 6.1% 5.6%
ASIA cvoeviieiecicr e 67.7% 93.9% 94.4%
Total i 100.0% 100.0% 100.0%
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The percentage of total revenue based upon the origin of the sale by geographic sector:

September 30, December 31, December 31,
2008 2004 2003
EUTOPE e teereserr s e 323% 6.1% 7.1%
ASIA oo . 67.7% 93.9% - 92.9%
Total e . 100.0% 100.0% 100.0%

13. COMMITMENTS AND CONTINGENCIES

As of September 30, 2005, the total future minimum lease payments under non- cancelable operatmg leases of the Company’s
office facilities are as follows: :

Fiscal 2006..........ccco.... e eeteere et ere e ab et e et et e b et e bar b e s e Se b aete s renbennans '$ 270,788
FISCAL 2007 .0 ciiviiiiie et et et 238,527
Fiscal 2008.....c.ccoiviviiiiiiiiiccveieeene e L OO T 42,498
FISCAL 2000.....ei ittt sere e sa e crs e r e veae e —_
Fiscal 2010, s =
Thereafler. ..o e —

TR

For the nine months ended September 30, 2005 and the years ended December 31, 2004 and 2003, rental expense which is
included in selling, general and administrative expense amounted to $445,067, $163,000 and $147,972, respectively.

There are uncertainties regarding the indirect ownership and the legal basis of the Company’s ability to operate an Internet
portal business in China. Although China has implemented a wide range of market-oriented economic reforms, the
telecommunication, information and media industries remain highly regulated. Not only are restrictions currently in place,
but regulations are unclear regarding in what specific segments of these industries companies with foreign investors,
including the Company, may operate. Therefore, the Company might be required to limit the scope of its operations in China,
and this could have a material adverse effect on the Company’s financial position, resuits of operations and cash flows.

Included as part of the obligations assumed in the acquisition of Huana Xinlong is a commitment to complete the required
capitalization of that company in accordance with PRC laws and regulations. A total of $1.6 million must be mvested in
Huana Xinlong by February 26, 2006 to complete the PRC capitalization requirements.

14. QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

The following table sets forth, for the periods presented, our unaudited quarterly results of operations for the eight quarters
ended September 30, 2005.

. Three Months Ended .
Sept, 30 Jun. 30, Mar. 31, Dec. 31, Sept. 30, Jun. 30, Mar. 31, Dec. 31,
2005 2008 2008 2004 2004 2004 2004 2003
Revenue o
Distribution BUSINEss.......cevemrorvererecraiens $ 24,233,681 $ 19,812,031 § 12,973,988 § 46,619,517 § 33,219,898 § 22,751,340 § 8,435,170 $ 24,898,160
Career development services . 1,117,396 1,416,238 1,685,145 4,172,101 39,416 19,559 — —
TOtA] FEVENUES.c..covceveririiiasrcrmiseracsenrecserienans 25,351,077 21,228,269 14,659,133 50,791,618 33,259,314 22,770,899 8,435,170 24,898,160
Total gross Profitu.....ooeoeoceieevninnns 1,955,248 1,734,308 2,265,294 7,141,693 2,361,717 2,329,178 359,403 937,945
Net income (1088)....uvereirvimmicimnmmieiininnnns 3 (854,129)8 (437,124) 8 (175,129) % 4842168 3 619838 § 873362 $ (518871) $ (145,975)
Net income (loss) per share ~ basic............ 3 (0.04) $ (0027 8 (0.01) § 023 § 003 § 004 §  (0.03) $ 0.00
Net incame (loss) per share ~ diluted........ 3 (0.04) § (0.02) § (0.01) 8 023 § 003 § 004 § (0.03) § 0.00
Weighted average shares outstanding —
BASIC oo rirereiretiaie s 22,164,455 22,14),455 22,141,455 21,121,455 21,077,455 20,456,122 20,185,455 20,189,455
Weighted average shares outstanding —
QLR covencen e 22,164,455 22,141,455 22,141,455 21,373,234 21,323,077 20,898,939 20,185,455 20,185,455

Significant adjustments in the third quarter for the nine months ended September 30, 2005 and the fourth quarter for the
years ended December 31, 2004 and 2003

In September 2005, the Company was awarded a volume discount incentive rebate related to the third quarter of 2005 from a
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major supplier in the amount of $1,085,220. The volume discount was recorded as a decrease to cost of revenue in the third
quarter of 2005. .

In December of 2004 and 2003, the Company entered into an agreement with a major customer whereby the customer would
pay an additional premium of $489,755 and $753,398, respectively to the Company for wireless handset products previously
purchased. The premium was recorded as an increase in revenue for the fourth quarter of 2004 and 2003, respectively.

In December 2004, the Company was awarded a volume incentive rebate related to the fourth quarter of 2004 from a major
supplier in the amount of $1,904,357. The volume discount was recorded as a decrease to cost of revenue in the fourth
quarter of 2004.

15. RESULTS OF OPERATIONS FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2004

The selected financial data presented for the nine months ended September 30, 2005 and the years ended December 31, 2004
and 2003 below has been derived from our audited consolidated financial statements. The selected financial data for the nine
months ended September 30, 2004 is unaudited and has been derived from our quarterly report on Form 10-Q for the quarter
ended September 30, 2004 as filed with the Securities and Exchange Commission.

Statement of Operations Data:

Nine Months Ended September 30, Year Ended December 31,
2005 2004 2004 2003

Revenue ‘

Distribution BUSINESS ........ccovevreereerreriereaiinirenennnen. $ 57,019,701 $ 64,406,408 $ 111,025,925 § 91,353,172

Career development SErvices ......ocoeevvreercncrerinnes 4,218,779 58,975 4,231,076 —
Total revenue............. et re et e st e its e see s bar e naere e 61,238,480 64,465,383 115,257,001 91,353,172
Cost of revenues ‘

Distribution business ........ccocovvviiieviveeninenienenen, 54,244,331 59,415,086 101,831,520 87,852,546

Career development SEIVICES ......cccocvvreevciirnencnnen. 1,039,299 — 1,233,490 —
Total COSt OF TEVEIUE ....vovereeeeereeeeeeereeeeeeeee e 55,283,630 59,415,086 103,065,010 87,852,546
Gross Profit.......cccenveeeencrnnec e, 5,954,850 5,050,297 12,191,991 3,500,626
Operating expenses (income)

Product development ........cc.oocovevvrrvceierinrenienne, 2,660,793 1,121,219 1,819,501 -

Distribution eXpenses. .........ooeovecenineicinninens . 507,761 647,594 757,314 1,014,673

Selling, general and administrative expenses ....... 4,765,585 2,493,334 3,354,956 2,768,750

Gain on sale of @SSets........cccveircirneincenciencnencen (383,933) — — —
Total operating eXpenses, Net.........c.eccerrrerrrerrueeenen. 7,550,206 4,262,147 5,931,771 3,783,423
Income (loss) from OPerations .........ccccccvcereecorecraranne (1,595,356) 788,150 6,260,220 (282,797)
Total other income (EXPenses)......cvcerrvrcvvrnnarnnncas (3,938) 516,825 488,124 43,601.
Income (loss) before income taxes .........cocevvrvvvennnnn (1,599,294) 1,304,975 6,748,344 (776,755)
INCOME tAXES ..ot e (132,912) 330,646 931,847 —
Net income (loss)........ ettt et e er et - $ (1,466,382) § 974,329 $§ 5,816,497 $ (239,196)
Net income (loss) per share — basic .......ccoeeerrereennee, $ (0.07) $ 005 % 028 § (0.01)
Net income (loss) per share - diluted ..o, $ 0.07) $ 005 § 028 $ (0.01)
Weighted average shares outstanding — basic........... 22,149,122 20,574,344 20,711,122 19,481,122

Weighted average shares outstanding - diluted......... 22,149,122 20,870,056 21,007,978 19,481,122
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Valuation and Qualifying Accounts

Nine months ended September 30, 2005 and years ended December 31, 2004 and 2003

Accounts receivable
Allowance for doubtful
accounts

Deferred income tax asset
Valuation allowance

Balance at
Beginning of Charged to Write-Offs Net Balance at
Year Expenses of Recoveries End of Year
$ — 3 — 3 — 8 —
Charged
Balance at Charged (Credited)
Beginning (Credited) to Other Balance at
of Year to Expenses Accounts End of Year
$ 401,304 $ — $ (173235) § 228,069
228,069 — 516,914 744,983
744,983 — 921,910 1,666,893
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